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Indonesia  and  Climate  Change 

Crafting  a  Climate  Change  Treaty 
Susilo  Bambang  Yudhoyono 

The  economic  crisis  has  swept  coxmtries  all  over  the  worid.  Yet,  three 
countries— China,  India  and  Indonesia— could  stand  the  heat  and  emerged 
with  positive  growth. -Though  the  Indonesian  economy  was  initially  also 
affected  by  the  global  crisis,  the  swift  policies  undertaken  by  the  Central 
Bank  and  the  government  have  succeeded  in  keeping  the  economy  on  track. 
Looking  the  new  five-year  plan,  it  is  widely  expected  that  the  next  five  years 
wUl  be  a  promising  period. 

Climate  Change  and  Indonesia's  Role  in  Forging  the  Way 
Forward    Ralph  Ashton 

Despite  the  recent  controversy  between  some  climate  scientists  and  the  vera- 
city of  some  Intergovernmental  Panel  on  Climate  Change  (IPCC)  findings,  the 
science  of  climate  change  is  quite  straightforward:  human-induced  climate 
change  is  caused  by  the  build-up  of  greenliouse  gases  in  the  atmosphere. 
Greenhouse  gases  have  only  two  other  places  to  go:  the  oceans  and  the 
terrestrial  system  (including  land  and  vegetation). 

It  is  not  the  science  or  arithmetic  that  is  a  barrier  to  action  on  climate  change; 
it  is  the  politics.  The  main  vehicle  for  that  political  agreement  has  been  the 
United  Nations.  The  UN  meehngs  in  December  2009  in  Coper^hagen  were 
a  great  step  forward,  but  did  not  "seal  the  deal"  on  a  global  agreement  as 
hoped.  A  "United  Nations-Plus"  approach  leading  to  a  collection  of  sub- 
global  agreements  might  be  a  prerequisite.  Indonesia  is  a  member  of  many  of 
the  relevant  sub-global  fora.  It  is  also  one  country  that  is  not  only  a  major  part 
of  the  problem  but  will  also  bear  the  brunt  of  the  consequences.  Its  national 
interests  are  aligned  with  the  planetary  interest.  Indonesia  can  therefore  be  a 
leader,  a  convenor,  and  a  bridge.  This  article  outlines  five  specific  initiatives 
Indonesia  could  drive  in  2010. 
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Indonesia's  Climate  Change  Challenge:  Economic  Policy 
for  Effective  and  Efficient  Mitigation 

Frans  Jotzo  dan  Salim  Mazouz  23-40 

Indonesia  has  committed  to  reigning  in  greenhouse  gas  emissions,  in  a 
bid  to  do  its  share  in  an  emerging  global  effort  to  mitigate  climate  change. 
Substantially  cutting  carbon  emissions  means  changing  production  sys- 
tems and  technologies  throughout  large  parts  of  the  economy.  This  will 
subsequently  present  both  an  opportunity  for  development,  and  a  challenge 
to  policy  making. 

The  paper  discusses  Indonesia's  current  climate  change  commitment,  in  the 
context  of  its  emissions  profile  and  international  developments.  It  also  makes 
an  argument  for  using  emissions  pricing— especially  a  carbon  tax— as  the 
backbone  of  long-term  climate  nutigation  policy.  This  is  followed  by  discussion 
on  the  role  of  complementary,  sector-specific  policies,  focusing  on  the  case 
of  geothermal  power.  A  brief  discussion  of  emerging  international  carbon 
financing  options  for  Indonesia  is  presented  preceding  the  conclusion  part. 

Towards  an  Equitable  Climate  Change  Regime 

Hardiv  Harris  Situmedng  41-53 

The  UN  Conference  on  the  Parties  (COP)  in  Copenhagen  in  December  2008 
failed  to  produce  a  post-Kyoto  climate  change  regime.  This  was  a  big  disap- 
pointment. However,  it  should  be  recogriized  that  climate  change  is  perhaps 
the  most  complicated  issue  facing  the  international  community  today.  Cur- 
rent atmospheric  GHG  concentrations  and  trends  in  GHG  emissions  mean 
that  these  concentration  levels  may  be  exceeded.  However,  the  20C  target  can 
still  be  achieved  if  this  overshoot  of  concentrations  is  only  temporary  and 
reversed  quickly. 


Challenges  to  the  ASEAN 
Economic  Community 

Financial  Services  Trade  Liberalization  and  its  Effect  on 
ASEAN  Member  Coimtries     Indira  Hapsari 

Liberalisation  in  the  service  sectors  is  believed  to  bring  benefits  for  its  member 
through  the  creation  of  efficiency  and  growth.  The  gains  from  liberalising 
services  trade  may  be  significantly  higher  than  the  liberalisation  of  goods 
h-ade.  Barriers  to  entry,  such  as  application  of  licenses,  are  imposed  not 
only  on  foreign  services  providers  but  also  on  domestic  providers.  Removal 
of  these  barriers  will  result  in  increased  competition  between  foreign  and 
domestic  suppliers.  This  will  eventually  bring  about  a  larger  scale  of  services 
trade  which  creates  a  wider  scope  to  enlnance  economic  growth. 
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ASEAN  as  a  Development-Oriented  Organization 

Alexander  C.  Chandra  77-107 

The  paper  looks  at  the  sodal  and  economic  equity  aspects  of  sustainable 
development,  and  how  they  are  integrated  in  the  existing  ASEAN  economic 
integration  initiatives.  This  issue  is  of  particular  policy  relevance  for  ASEAN, 
especially  as  the  Association  is  on  course  to  establishing  an  ASEAN  Economic 
Community  by  2015.  From  the  outset,  this  paper  argues  that  ASEAN's  real 
'sustainable  development'  in  the  area  of  economic  cooperation  objective 
remains  rhetorical,  particularly  given  the  persistent  economic  inequities  that 
exist  in  the  region.  Among  other  things,  the  inability  of  the  grouping  to  balance 
its  pursuit  of  the  principle  of  open  regionalism  with  the  need  to  democratize 
its  economic  policy-making  has  left  millions  incapable  of  reaping  the  benefits 
of  ASEAN  economic  integration.  The  Association  is  also  struggling  to  leave  its 
outdated  policy  of  non-interference  that  often  hinders  economic  advancement 
of  the  region. 


Regional  Maritime  Issues 

The  Implementation ,  of  Indonesia's  Coastal  Zones  and 

Small  Island  Management  Act  (2007)      Hasjim  Djalal  108-118 

Indonesia  has  been  faced  with  the  problems  of  the  excessive  exploitation 
of  the  resources  of  the  coastal  areas  and  small  islands,  legally  or  illegally, 
without  proper  consideration  for  the  environmental  sustainabUity.  This  has 
contributed  to  the  global  climate  change,  which  in  the  long  run  wiU  also  affect 
Indonesia.  Some  Indonesian  scientists  have  already  calculated  and  predicted 
that  by  2010  Indonesia  could  lose  some  7,408  kin2  of  land  resulting  from  an 
increase  of  sea  level  by  0.4  m  within  the  last  several  years.  Should  the  trend 
continue,  by  2050  Indonesia  may  lose  30,120  km2  of  land  area  due  to  sea  level 
rise  of  0.56  m.  By  2100,  the  sea  level  rise  of  1.1  m  may  cause  Indonesia  to  lose 
some  90,260  km2  of  land  in  coastal  areas  and  low  Ijdng  small  islands. 

Indonesia,  particularly  xmder  the  leadership  of  President  SusUo  Bambang 
Yudhoyono,  should  continue  to  pay  serious  attention  to  the  Protection  of  the 
Coastal  Zones  and  Small  Islands,  especially  as  they  may  be  affected  negatively 
by  human  activities,  either  at  sea  or  in  coastal  areas,  such  as  illegal  fishing, 
destruction  of  mangrove  forests,  illegal  and  sand  mining,  and  by  general 
climate  change — higher  weather  temperature  and  the  rise  of  sea  level.  The 
management  of  coastal  zone  and  small  islands  should  therefore  be  properly 
reflected  and  integrated  into  the  national  planning  system. 

Conflict  Management  of  the  Spratlys  in  the  South  China  Sea: 

The  ASEAN  Way      Munmun  Majumdar  119-137 

The  territorial  dispute  over  the  Spratlys  in  the  South  China  Sea  is  often 
described  as  a  major  regional  security  flashpoint  affecting  China  and  the 
four  Southeast  Asian  claimant  states-  Viebiam,  the  Philippines,  Malaysia 
and  Brunei,  with  very  little  credible  solutions  in  sight.  The  Spratly  dispute  is 
complex  and  is  influenced  by  economic,  strategic  and  political  interests.  This 
paper,  while  examining  how  the  ASEAN  way  of  conflict  management  has 
been  conducted  in  the  Spratlys,  argues  that  the  ASEAN  way  is  useful  only 
when  China,  a  primary  actor,  is  convinced  of  the  ASEAN  way. 
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Review  of  Developments 

Riding  the  Wave  of  Global  Recovery  Mochamad  Pasha  138-156 

The  Indonesian  economy  has  been  relatively  stable,  with  a  notable  economic 
growth  performance.  Bank  Indonesia  (BI)  maintained  the  BI  rate  at  6.5%, 
keeping  the  rate  constant  for  the  last  six  months.  The  reduction  in  inflationary 
pressures  until  the  end  of  2009  has  led  BI  to  keep  the  prevailing  rate.  In 
addition,  the  low  BI  rate  is  expected  to  encourage  investments.  Hence, 
Indonesia  is  expected  to  attract  capital  flows,  which  will  strengthen  the 
Rupiah  even  more 

Despite  all  those  positive  indicators,  there  were  also  several  issues  in  2009  that 
may  hamper  Indonesia's  outlook  for  2010,  such  as  the  prolonged  hearings  of 
the  Century  Bank  case.  Another  important  issue  is  the  ASEAN-China  Free 
Trade  Agreement.  The  surge  of  Chinese  imports  in  the  wake  of  enforcement 
of  the  agreement  has  raised  grave  concenis  that  it  may  drive  out  domestic 
producers. 

The  100  Days  of  the  'United  Indonesia'  Cabinet: 

Success  of  Failure?    Alexandra  Retno  Wulan  157-174 

In  the  first  quarter  of  2010  Indonesia  was  vibrantly  occupied  by  assessments 
of  the  first  100  days  performance  of  the  United  Indonesia  n  Cabinet.  As  a 
normal  political  dynamic  within  a  coimtry,  some  would  utterly  believe  that 
the  achievement  of  the  current  government  was  outstanding  in  its  first  100 
days,  whilst  the  opponents  would  sbrongly  suggest  a  total  faUure  of  the 
incumbent. 


This  review  seeks  for  an  appropriate  and  objective  assessment  of  the 
Cabinet,  in  particular  the  minishries  under  the  Coordinating  Minishy  for 
Political,  Legal  and  Security  Affairs.  Hence,  a  simple  scorecard  is  employed 
to  objectively  quantify  the  performance  accompUshed  by  eight  minisbies 
under  the  Coordinating  Ministay  for  PoUtical,  Legal  and  Security  Affairs  in 
the  current  Cabinet. 


CRAFTING  A  CLIMATE  CHANGE  TREATY^ 

Soesilo  Bambang  Yudhoyono 


FIVE  MAJOR  ISSUES  TO  RAISE 

One  hundred  and  ten  leaders  came  to  the  15*  Conference  of  the 
Parties  (COP)  here  in  Copenhagen  certainly  with  a  strong  willingness 
not  to  fail.  Billions  of  world  citizens  pin  their  hopes  on  us. 

We  have  come  here  to  do  one  job,  namely  to  deliver  a  solid  po- 
litical binding  agreement  that  would  lead  to  a  legally  binding  climate 
treaty  in  2010.  In  this  case,  there  are  five  key  points  to  be  highlighted. 

First,  our  collective  strategic  goal  is  to  limit  the  rise  of  global  warm- 
ing to  within  I'^C.  On  this  point,  there  is  no  compromise.  In  reaching 
that  goal,  we  must  proceed  based  on  common  but  differentiated  re- 
sponsibility, and  respective  capabilities. 

Second,  developed  countries  should  necessarily  fulfil  their  histor- 
ic responsibility  to  slow,  stop  and  reverse  global  warming.  They  must 
take  the  lead  that  is  expected  of  them,  and  come  up  with  ambitious 
targets.  Indonesia  believes  this  commitment  should  be  aroimd  40%,  as 
required  by  the  IPCC.  And  all  the  major  industrialized  countries,  one 
way  or  another,  have  to  be  on  board.  This  is  a  burden  and  responsibil- 
ity that  cannot  be  shifted  or  deferred. 


Soesilo  Bambang  Yudhoyono  is  the  President  of  the 
Republic  of  Indonesia 


'  Taken  from  the  speech  delivered  at  the  IS"-  COP  in  Copenhagen,  17  December  2009. 
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Third,  all  the  talks  about  mitigation  and  adaptation  and  interna- 
tional cooperation  are  meaningless  without  concrete  delivery  on  fi- 
nancing. The  initiative  for  a  "fast  laimch  fund"  at  this  conference  is 
therefore  a  good  start. 

Nonetheless,  the  proposed  figure  for  the  fimd  seems  too  modest 
considering  what  is  at  stake  is  the  survival  of  humanity  and  our  plan- 
et. This  figure  should  ideally  he  USD  25-35  billion  per  year  until  2012. 
The  developed  countries  do  have  the  resources.  It  is  only  a  question 
of  political  will.  Remember,  the  several  billions  needed  is  only  a  small 
drop  in  the  bucket  compared  to  the  six  trillion  dollars  lost  in  the  global 
financial  crisis. 

Fourth,  science  now  also  tells  us  that  mitigation  by  developed 
countries  alone  will  not  be  enough.  Developing  countries  must  also  do 
more,  and  they  must  commit  to  a  low  carbon  development  path  so  that 
they  do  not  emulate  the  historical  mistakes  of  industrial  coimtries,  and 
add  to  the  climate  problem.  We  have  to  be  honest  that  there  can  be  no 
climate  solution  if  developing  coimtries  do  not  take  part. 

In  the  spirit  of  thinking  outside  the  box,  in  September  this  year 
Indonesia  declared  an  emission  reduction  target  by  26%  from  business 
as  usual  by  2020,  and  this  can  be  increased  to  41%  with  enhanced  in- 
ternational assistance.  As  a  non-Annex  1  country,  Indonesia  did  not 
have  to  do  this.  However,  reaHzing  the  stark  scientific  warnings  of  the 
IPCC,  Indonesia  has  set  a  new  reduction  target.  This  was  done  because 
Indonesia  wanted  to  be  part  of  global  solution. 

And  fifth,  it  is  also  in  the  spirit  of  thinking  outside  the  box  tliat 
I  call  on  all  of  us,  developed  and  developing  countries,  to  be  flexible 
on  the  question  of  MRV  (Measurable,  Reportable,  and  Verifiable).  Re- 
member that  many  industrial  countries  that  were  legally  bound  by 
Kyoto  to  cut  their  emissions  did  not  deliver;  and  in  fact  their  carbon 
emissions  have  even  increased.  We  must  heed  that  lesson  as  we  set 
our  sights  beyond  Kyoto.  MRV  is  not  an  outrageous  idea.  If  we  all  set 
our  respective  targets,  we  need  to  know  if  we  are  making  progress  in 
reaching  those  targets. 

For  our  part,  Indonesia  is  willing  to  have  our  plans  and  progress 
open  to  MRV  by  a  multilaterally  agreed  international  mechanism.  It  is 
time  for  the  game  to  change  a  little.  We  know  how  important  transpar- 
ency is  in  this  endeavour,  because  we  too  expect  it  from  others.  Some, 
perhaps  many,  will  have  problems  meeting  these  targets. 
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Developing  countries  have  to  worry  about  their  development  and 
lifting  millions  out  of  poverty,  and  their  budget  is  quite  often  strangled 
by  the  financial  crisis.  But  that  is  no  reason  to  avoid  transparency.  MRV 
is  also  needed  to  ensure  that  the  support  funds  from  developed  coun- 
tries to  developing  countries  are  well  delivered  to  meet  climate  objec- 
tives. In  saying  this,  it  is  critically  important  for  developing  nations 
that  MRV  does  not  lead  to  discriminatory  trade  measures. 

In  this  regard,  Indonesia  proposes  that  there  is  an  international 
effort  to  establish  a  credible  coimt  to  determine  the  carbon  emissions 
of  each  coimtry.  Indonesia  was  once  said  to  be  the  third  largest  emitter 
in  the  world.  There  is  nothing  to  suggest  that  such  claim  is  true  today. 
Unless  we  get  the  nimibers  right,  we  will  argue  in  circles,  and  it  will  be 
difficult  for  us  to  have  effective  plan  to  deal  with  global  carbon  emis- 
sion. 

DEFORESTATION  PROBLEMS 

One  critical  issue  pertains  to  forests.  Massive  deforestation  have 
taken  place  in  developed  coimtries,  so  the  hope  for  preserving  carbons 
sinks  now  hangs  on  the  forests  in  the  developing  world. 

As  we  move  forward,  we  should  not  take  forestry  nations  for 
granted.  Our  forests  are  the  key  to  the  global  climate  solution.  We  must 
now  inject  a  new  economic  logic  where  it  is  more  beneficial  for  nations 
and  communities  to  keep  the  trees  grow  up,  than  to  chop  them  down. 

Forestry  nations  must  have  something  to  gain  in  committing 
themselves  to  "avoided  deforestation".  This  is  why  interim  financing 
is  critical.  Redd  Plus  must  be  part  of  the  global  solution.  Indonesia  has 
worked  hard  to  promote  creative  forestry  partnerships  with  Norway, 
the  Republic  of  Korea,  Australia,  Germany,  Great  Britain,  Japan  and 
others.  We  invite  others  to  work  with  us  in  this  important  project  to 
preserve  and  expand  these  crucial  carbon  sinks. 

REMARKS 

Whatever  we  do  here,  the  bottom  line  is  whether  at  the  end  of  the 
day  we  will  all  meet  our  political  and  moral  responsibility  and  do  what 
is  practically  necessary  to  ensure  climate  stability  for  future  genera- 
tions and  for  planet  earth. 
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This  is  not  a  time  for  dogma  and  confrontation.  This  is  the  time  for 
solution  and  consensus.  The  only  dogma  that  binds  us  here  is:  human 
survival. 
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CLIMATE  CHANGE  AND  INDONESIA'S  ROLE 
IN  FORGING  THE  WAY  FORWARD^* 


Ralph  Ashton 


CLIMATE  CHANGE:  THE  SCIENCE  AND  THE  ARITHMETIC 

Despite  the  recent  furore  in  a  controversy-hungry  media  about  e- 
mail  commimications  between  some  climate  scientists  and  the  veracity 
of  some  Intergovernmental  Panel  on  Climate  Change  (IPCC)  findings, 
the  science  of  climate  change  is  quite  straightforward:  human-induced 
climate  change  is  caused  by  the  build-up  of  greenhouse  gases  in  the 
atmosphere.  Greenhouse  gases  have  only  two  other  places  to  go:  the 
oceans  and  the  terrestrial  system  (including  land  and  vegetation). 

With  our  atmosphere  overloaded,  we  have  two  complementary 
mitigation  options:  we  can  reduce  ongoing  emissions  into  our  atmo- 
sphere (especially  from  burning  fossil  fuel  and  forests),  and  we  can 
suck  greenhouse  gases  from  the  atmospheire  back  into  our  terrestrial 
system  and  oceans.  For  the  terrestrial  system,  this  means  both  maintain- 
ing the  carbon  stored  in  trees,  vegetation  and  soils,  and  sequestering 
new  carbon.  Both  require  significant  changes  in  the  way  we  use  land 
around  the  world.  Land  use  (including  forestry  and  agriculture)  is  cur- 


Ralph  Ashton  is  Convenor  and  Chair  of  the  international  Terrestrial  Carbon 
Group,  Senior  Policy  Fellow  at  the  H.  John  Heinz  III  Center  for  Science, 
Economics  and  the  Environment,  and  Visiting  Scholar  at  the  Center  for 
Environment,  Economy,  and  Society  at  Columbia  University. 
He  can  be  reached  at  ralph.ashton@terrestrialcarbon.org 


•  This  article  draws  in  part  on  Terrestrial  Carbon  Croup  publications  and  on  articles  that  have 
appeared  in  the  Jakarta  Post  (all  available  at  www.terreslrialcarbon.org). 
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rently  the  source  of  about  one-third  of  all  human-caused  greenhouse 
gas  emissions.  In  Indonesia,  terrestrial  carbon  assumes  massive  impor- 
tance. According  to  the  Indonesian  Government's  National  Coimcil  on 
Climate  Change  (DNPI),  "emissions  from  peat  land  amount  to  roughly 
45%  of  Indonesia's  current  greenhouse  gas  emissions,  and  forestry  ac- 
coi.mts  for  over  35%".  It  is  these  terrestrial  emissions  that  catapult  In- 
donesia into  the  top  five  emitting  coi.m tries  in  the  world. 

Agricultural  expansion  for  food,  fuel,  and  fibre  products  is  the 
leading  cause  of  deforestation  in  developing  countries.  Although  suffi- 
cient potential  agricultural  land  might  be  technically  available  outside 
of  forested  land,  it  is  often  economically  rational  for  agricultural  pro- 
ducers to  expand  production  into  forests  rather  than  investing  in  main- 
taining and  increasing  their  productivity  or  rehabilitating  abandoned 
lands.  Expansion  onto  non-forested  land  can  also  lead  to  significant 
greenhouse  gas  emissions.  And  agricultural  practices  themselves  are  a 
source  of  emissions.  Given  the  central  importance  of  terrestrial  carbon 
to  the  climate  change  solution,  figuring  out  how  to  grow  more  food, 
fuel,  and  fibre  on  the  same  land  with  the  same  or  fewer  emissions  is  a 
fundamental  task. 

At  its  most  basic,  the  arithmetic  of  climate  change  mitigation  cen- 
tres around  three  main  questions.  How  much  greenhouse  gas  can  we 
emit  each  year  and  still  avoid  dangerous  climate  change  (the  annual 
global  carbon  budget)?  Who  gets  to  emit  what  portion  of  that  annual 
global  carbon  budget?  And  who  pays  the  financial  and  behavioural 
cost  of  changing  from  our  current  high-carbon  global  economy  to  the 
necessary  low-  or  no-carbon  economy? 

The  first  question  is  relatively  easy  to  answer.  It  is  pure  mathema- 
tics. No  wriggling  or  clever  rhetoric  or  complicated  jargon  or  finger- 
pointing  can  change  it.  To  avoid  tlie  worst  impacts  of  climate  change, 
the  world  needs  to  stabilise  greenhouse  gas  concentrations  in  the  at- 
mosphere at  between  300  and  450  parts  per  million  (ppm)  of  carbon 
dioxide  equivalents  (CO^  eq).  Analysis  in  2009  for  Project  Catalyst  in- 
dicates that  to  stabilise  at  450ppm  humans  can  emit  a  maximum  of  44 
billion  tonnes  (gigatonnes  or  Gt)  of  CO,_eq  in  2020  and  35Gt  in  2030, 
after  peaking  around  the  year  2015.  To  put  tliis  in  context,  "business 
as  usual"  emissions  are  predicted  to  be  70Gt  in  the  year  2030.  Many 
climate  scientists  now  say  tliat  300ppm  is  the  safe  level,  allowing  an 
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even  smaller  annual  global  carbon  budget.  People  often  talk  of  reduc- 
ing emissions  by  some  percentage  (25%,  40%,  90%)  below  the  emis- 
sions in  some  base  year  (1990,  2000,  2005)  by  some  target  date  (2020, 
2050).  However,  tn  plain  speaking,  we  need,  to  essentially  decarbonise 
the  global  economy.  And  we  need  to  do  it  pretty  quickly. 

The  second  question — who  gets  to  emit  how  much — is  a  mix  of 
what  is  fair  and  what  is  feasible.  The  fairness  question  is  tricky  and  the 
real  subject  of  the  United  Nations  and  bilateral  climate  change  negotia- 
tions. It  can  be  solved  only  by  negotiation  amongst  countries.  The  fea- 
sibility question  is  about  what  we  can  do  in  different  countries  in  dif- 
ferent sectors  (industry,  land  use,  and  behaviour)  in  what  time  frame. 
It  can  be  influenced  by  policy  but  is  determined  more  by  technology 
and  implementation  constraints,  and  will  change  over  time. 

The  third  question — who  bears  the  costs — is  fairly  obvious  too. 
The  developed  world  needs  to  pay  because  it  is  historically  responsible 
for  most  of  the  greenhouse  gases  currently  in  the  atmosphere;  because 
this  industrialisation  has  provided  the  developed  world  with  the  very 
financial  and  technical  resources  to  address  global  problems;  and  be- 
cause it  cannot  reduce  its  own  emissions  rapidly  enough  to  stay  within 
its  fair  share  of  the  carbon  budget,  at  least  in  the  short  to  medium  term. 
But  emerging  economic  powers  should  start  to  pay  their  part  too. 

It  is  not  the  science  or  arithmetic  that  is  a  barrier  to  action;  it  is  the 
politics. 

CLIMATE  CHANGE:  THE  POLITICS 

Climate  change  is  likely  to  be  the  defining  issue  of  the  21st  cen- 
tury. It  would  be  easier  if  climate  change  were  solely  an  environmental 
issue;  if  it  did  not  impact  on  all  facets  of  life  in  all  countries  across  the 
globe.  It  would  be  simpler  if  avoiding  dangerous  climate  change  were 
an  optional  activity;  if  our  emissions  trajectory  were  not  so  steep  that 
we  face  having  to  implement  not  just  one  but  all  available  means  of 
mitigation.  It  would  be  less  intimidating  if  it  only  required  the  planting 
of  a  few  extra  trees  or  the  use  of  some  additional  solar  panels  instead 
of  the  need,  collectively  and  individually,  to  make  significant  changes 
to  our  local,  national,  and  global  economic  activity,  including  the  way 
we  manage  land. 
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It  would  be,  but  it  is  not.  It  challenges  the  very  structure  of  our 
international  economy;  challenges  democracy  for  the  principle  of  the 
individual  vote  has  always  elevated  individual  self-interest  over  the 
collective  good;  and  challenges  the  etliics  of  a  global  society,  for  the 
actions  of  one  state  now  affect  the  entire  world,  the  actions  of  one  gene- 
ration, the  next. 

Telling  the  story  of  climate  change  in  order  to  promote  its  solu- 
tions is  increasingly  difficult,  with  news  media  and  audiences  both 
increasingly  uninterested  in  substantive  information  and  politics  and 
public  opinion  following  capricious  trends.  These  challenges  are  real 
and  here  to  stay  no  matter  how  tired  we  are,  or  tmfashionable  the  story 
of  climate  change  becomes.  It  is  an  unrelenting  problem. 

Our  collective  solutions  to  climate  change  need  to  be  as  all-encom- 
passing and  persistent  as  the  problem  itself.  We  have  to  cut  through 
a  lot  of  noise,  in  order  to  work  together  to  avoid  dangerous  climate 
change. 

So  far,  the  main  vehicle  for  that  collective  action  has  been  the  Unit- 
ed Nations  Framework  Convention  on  Climate  Change  (UNFCCC).  It 
was  adopted  in  1992  at  the  "Rio  Earth  Summit"  and  entered  into  force 
in  1994.  Parties  meet  each  year  to  discuss  progress  and  negotiate  new 
commitments.  In  1997,  countries  agreed  to  the  Kyoto  Protocol,  which 
set  out  countries'  substantive  commitments.  In  2007,  parties  laid  out 
the  Bali  Roadmap  as  a  plan  to  replace  or  enhance  the  Kyoto  Protocol 
and  bring  in  countries  that  had  hitherto  stayed  away  from  internation- 
al commitments  on  climate  change,  notably  the  USA  and  China.  Tliis 
was  to  be  achieved  by  the  UNFCCC  meetings  in  Copenhagen  at  the 
end  of  2009. 

As  the  past  decades  have  shown,  agreeing  the  solution  to  climate 
change  at  a  political-diplomatic  level  is  devilishly  complex.  Four  fac- 
tors are  of  particular  influenced)  Cost-benefit  disconnect;  2)  Jamboree 
factor;  3)  Prisoners  dilemma;  and,  4)  Governance  disconnect. 

The  Cost-Benefit  Disconnect 

Greenhouse  gases  are  emitted  in  a  country  based  on  tlie  econo- 
mic and  political  choices  of  tliat  country  It  would  be  easier  if  the  im- 
pacts of  climate  change  in  a  country  were  directly  proportionate  to  the 
country's  emissions.  But  they  are  not.  Climate  change  affects  countries 
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based  on  their  particular  circumstances,  mostly  beyond  their  control. 
There  is  no  clear  incentive  to  act  out  of  immediate  self-interest.  We  saw 
this  in  Copenhagen.  Just  because  it  was  a  global  conference  did  not 
mean  that  nations  left  their  domestic  agendas  at  tlie  door.  Indeed,  they 
cire  incapable  of  doing  so.  It  is  why  so  many  Heads  of  State  used  the 
poditmi  in  Copenhagen  not  to  engage  in  a  dialogue  with  fellow  lead- 
ers, but  to  posture  and  perform  for  their  audiences  at  home.  To  wait 
for  the  nations  of  the  world  to  act  in  any  more  altruistic  way  is  to  wait 
for  a  long  time. 

The  Jamboree  Factor 

Everyone  feels  the  effects  of  climate  change,  but  a  relatively  small 
number  of  countries  cause  the  bulk  of  the  problem.  Everyone  under- 
standably wants  to  be  involved  in  what  the  solution  looks  like.  But 
finding  agreement  between  almost  200  parties  with  diverse  and  com- 
peting national  interests  and  priorities  is  not  easy,  especially  when 
agreement  is  based  on  consensus  allowing  just  one  country  to  sty- 
mie progress.  Agreement  amongst  the  major  emitters  might  be  more 
straightforward,  but  there  will  be  suspicions  that  such  an  agreement 
sidelines  the  justified  interests  of  other  countries. 

The  Prisoners  Dilemma 

Few  countries  want  to  act  miilaterally  because  they  fear  or  know 
that  they  will  be  at  a  relative  disadvantage  in  the  medium  term  un- 
less their  economic  competitors  take  commensurate  action.  And  they 
can  make  the  uncourageous  argument  that  imless  everyone  acts,  the 
problem  will  not  be  solved,  so  why  bother.  Again,  it  might  be  easier  as 
a  first  step  to  reach  collective  agreement  amongst  the  major  emitters 
than  amongst  all  200  parties.  And  that  might  be  enough  to  enable  rapid 
progress  towards  a  global  deal. 

The  Governance  Disconnect 

Climate  change  is  a  global  problem  with  local  impacts  caused  by 
local  actions.  The  solution  requires  global  commitment  and  coordina- 
tion, coupled  with  a  suite  of  local  action.  But  power  resides  at  the  na- 
tional level.  It  is  nations  that  agree  international  treaties,  and  coordi- 
nate local  actions.  We  do  not  have  effective  mechanisms  to  bring  local 
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actors  together  to  make  the  required  decisions.  National  governments 
must  act  as  intermediaries,  and  national  governments  are  perhaps 
more  easily  swayed  than  local  actors  by  powerful  vested  interests  that 
have  more  to  do  with  the  problem  than  the  solution.  Local  and  mu- 
nicipal governments  are  closer  to  their  constituents  and  perhaps  there- 
fore more  responsive.  As  a  response  to  this  problem,  cities  around  the 
world  have  been  joining  forces  under  the  "C40  Cities  Climate  Leader- 
ship Group"  initiative,  which  includes  Jakarta,  and  sub-national  initia- 
tives such  as  the  memorandum  of  imderstanding  on  forest  emissions 
and  sequestration  between  governors  from  states  and  provinces  in  the 
USA,  Brazil,  and  Indonesia.  Perhaps  this  is  also  why  Indonesia's  Presi- 
dent Susilo  Bambang  Yudhoyono  was  accompanied  in  Copenhagen  by 
provincial  governors. 

So,  while  a  collection  of  sub-global  agreements  might  be  a  step 
forward  through  the  Jamboree  Factor  and  the  Prisoners  Dilemma,  a 
collection  of  coordinated  action  by  sub-national  actors  can  help  with 
the  Governance  Disconnect. 

But,  as  it  stands,  our  business  as  usual  emissions  pathway  takes 
us  to  a  staggering  atmospheric  CO^eq  concentration  of  950ppm  by  the 
end  of  the  century  But  we  need  to  be  somewhere  below  450ppm,  and 
probably  as  low  as  SOOppm. 

How  will  we  bridge  that  gap?  Is  the  United  Nations  process 
enough,  or  do  we  need  other  supporting  approaches?  Before  exploring 
that  question,  let  us  consider  how  far  we  got  in  Copenhagen. 

COPENHAGEN  AND  ITS  CONSEQUENCES 

The  two  years  between  the  UNFCCC  meetings  in  Bali  (2007)  and 
Copenhagen  (2009)  have  left  negotiators  exhausted.  The  probability 
of  success  was  never  certain  because  political  mandate  and  will  wax 
and  wane.  However,  many  hoped  that  the  window  of  opportunity  that 
Copenhagen  represented,  when  both  political  and  public  interest  coin- 
cided, would  translate  into  binding  action.  In  Copenhagen  the  world 
was  gomg  to  "seal  the  deal"  to  solve  climate  change.  Copenhagen  be- 
came both  a  catch  cry  and  an  end  date.  December  2009  has  come  and 
gone,  and  the  resulting  "Copenhagen  Accord",  which  arose  despite 
acrimonious  negotiations,  has  been  met  with  a  mixture  of  confusion, 
disappointment,  derision,  and  fatigue. 
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Ostensibly,  a  few  thousand  bureaucrats  from  around  200  coun- 
tries took  part  in  the  Copenliagen  negotiation  while  43,000  represen- 
tatives from  media  outlets,  social  and  environmental  NGOs,  and  the 
corporate  sector  tried  to  influence  the  outcome  of  the  negotiation.  In 
reality,  five  leaders  from  five  coimtries  agreed  a  deal  in  the  final  hours 
that  suited  their  own  national  interests.  That  might  not  have  put  us 
on  a  direct  path  to  avoid  dangerous  climate  change,  and  it  might  not 
satisfy  desires  for  a  global  deal,  but  it  is  not  surprising.  And  despite  all 
the  media  cries  that  Copenhagen  represents  a  failure,  it  remains  none- 
theless a  step  forward. 

By  early  February  2010,  many  countries  had  made  non-binding 
pledges  under  the  Copenhagen  Accord.  Much  will  depend  on  the  de- 
tail of  any  follow-on  negotiations  and  operative  mechanisms.  And,  as 
always,  everything  depends  on  whether  commitments  are  followed  by 
real  action.  But  broadly-speaking  there  are  five  positive  outcomes  from 
Copenhagen. 

First,  the  world  accepted  that  the  developed /developing  coimtry 
dichotomy  is  too  crude  to  be  helpful  in  the  context  of  climate  change. 
Two  new  classes  of  countries  were  not  just  heard  and  talked  about  but 
also  recognised:  1)  countries  that  will  be  major  emitters  of  greenhouse 
gases  in  the  future  even  if  their  past  emissions  have  been  low  compared 
with  the  traditionally-defined  developed  world;  and,  2)  coimtries  that 
are  most  vulnerable  to  the  impacts  of  climate  change. 

This  is  an  essential  step  because  it  breaks  the  handicapping  nexus 
between  the  moral  argument  (those  who  caused  the  problem  should 
fix  it,  and  those  who  will  be  most  affected  should  be  compensated)  and 
the  pracfical  argument  (those  who  can  fix  it  have  to  fix  it).  Instead,  it 
creates  a  new  prism  through  which  to  understand  the  solufion  to  cli- 
mate change,  one  that  discerns  between  significant  current  and  future 
emitters  on  the  one  hand  and  those  vulnerable  to  the  consequences  of 
these  emissions  on  the  other. 

Second,  China  and  the  United  States  agreed  to  do  something  on 
climate  change,  breaking  the  infuriafing  but  understandable  "I  won't 
act  until  you  act"  standoff.  This  could  be  the  start  of  a  virtuous  domino 
effect  where  the  broken  stand-off  eases  the  passage  of  US  domestic 
climate  change  legislafion,  which  allows  the  US  to  make  a  legally  bind- 
ing internafional  commitment  to  reduce  greenhouse  gas  emissions. 
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prompting  more  ambitious  commitments  from  other  developed  coun- 
tries, and  in  turn  fostering  a  greater  willingness  from  the  emerging 
major  emitters  to  take  positive  action.  Countries  who  signed  the  Co- 
penhagen Accord  encompass  80-90%  of  global  emissions. 

Third,  countries  committed  in  Copenhagen  to  providing  serious 
money  for  adaptation,  especially  for  the  most  vulnerable  countries,  and 
for  mitigation.  Of  course,  success  will  depend  on  whether  the  money  is 
actually  delivered  and  effectively  used. 

Fourth,  the  Copenhagen  Accord  and  surrotinding  negotiations 
included  terrestrial  carbon  in  developing  countries,  under  a  broadly 
defined  mechanism  referred  to  as  "REDD-plus"  (Reducing  Emissions 
from  Deforestation  and  Forest  Degradation  plus  other  activities)  and 
other  actions  on  agriculture. 

Finally,  progress  was  made  between  experts  from  countries  and 
civil  society  on  complex  and  difficult  technical  issues,  and  ongoing 
processes  were  strengthened  or  set  in  place  to  continue  this  fundamen- 
tal work.  Without  the  technical  underpiiming,  a  political  accord  cannot 
be  implemented  at  the  required  scale. 

"UNITED  NATIONS-PLUS"? 

Copenhagen  should  be  seen  as  a  great  step  forward,  but  the 
world's  nations  did  not  "seal  the  deal".  The  Cost-Benefit  Disconnect, 
the  Jamboree  Factor,  the  Prisoners  Dilemma,  and  the  Governance  Dis- 
connect came  away  battered  and  bruised,  but  by  no  means  defeated. 

An  effective  world  government  could  help.  It  could  cut  through 
the  difficulties  and  impose  a  solution  in  the  planetary  interest  rather 
than  getting  bogged  down  in  competing  national  interests.  But— as 
much  as  some  would  like  one— there  is  no  world  government,  and  no 
great  prospect  of  one  in  tlie  next  half  century  The  United  Nations  is  the 
closest  we  have. 

However,  there  is  a  growing  sense— heightened  by  the  experience 
of  Copenhagen-that  the  United  Nations  process  has  failed  and  new 
processes  are  needed,  whether  in  substitution  or  in  parallel.  The  failure 
was  not  in  the  concept  but  in  the  delivery  The  failure  was  in  expecting 
consensus  alone  to  deliver  a  global  deal.  In  fact,  given  the  fickle  nature 
of  politics  and  the  undeniable  logic  of  national  interest,  the  Copen- 
hagen Accord  can  be  viewed  as  a  milestone,  although  it  was  not  the 
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complete  solution.  It  sits  alongside  the  progress  made  in  the  form  of 
"draft  decisions"  of  the  UNFCCC's  advanced  working  groups,  which 
consolidate  extensive  discussions  on  technical  and  policy  components 
of  climate  change  mitigation  and  adaption. 

Meanwhile,  sub-global  fora,  such  as  the  G20,  the  Major  Econo- 
mies Forum,  ASEAN  plus  3,  APEC,  OPEC,  the  Forest  11,  OECD,  and 
the  BASIC  Group  coimtries  (Brazil,  South  Africa,  India,  and  China), 
provide  a  promising  venue  for  pursuing  diplomatic  agreement  where 
else  there  might  be  none.  Faced  with  indecision  and  gridlock  in  glo- 
bal negotiations,  bilateral  and  multilateral  initiatives  must  proceed, 
as  some  already  are.  Indeed,  a  suite  of  unilateral,  bilateral,  and  mul- 
tilateral commitments  and  agreements  on  climate  change  is  emerging 
outside  the  United  Nations  process.  If  agreement  is  not  yet  possible  at 
a  global  level,  the  need  for  strong  and  effective  international  coordi- 
nation becomes  even  more  important,  especially  to  progress  technical 
issues  and  to  enable  comparison  of  outcomes. 

The  distinction  between  diplomatic  and  technical  is  important. 
The  UNFCCC  is  a  forum  for  both,  and  although  diplomatic  agreement 
might  be  hamstrimg  when  so  many  competing  interests  come  together, 
progress  can  and  should  still  be  made  at  the  technical  level.  This  does 
not  need  to  jeopardise  national  interest.  Rather  it  is  the  factual  under- 
pinning for  a  successful  diplomatic  agreement. 

WHY  INDONESIA  MATTERS 

Climate  change  is  a  major  problem  for  the  planet  and  for  Indone- 
sia. Indonesia  is  a  large  and  growing  economy.  It  is  one  of  the  top  five 
emitters  of  greenhouse  gases.  We  cannot  expect  to  avoid  dangerous 
climate  change  unless  Indonesia  makes  a  significant  contribution  to 
mitigation  by  cutting  greenhouse  gas  emissions  from  the  land  use  and 
industrial  sectors,  and  by  increasing  greenhouse  gas  sequestration  in 
its  terrestrial  system. 

But  Indonesia  matters  not  just  because  of  inescapable  arithme- 
tic. The  climate  change  problem  will  be  solved  only  when  diplomatic 
agreement  and  technical  capability  fuse.  Indonesia  can  continue  to  fos- 
ter progress  at  both  the  diplomatic  and  technical  levels. 

Indonesia  is  ideally  placed  to  be  a  world  leader  at  the  technical 
level  of  how  to  effectively  tmlock  the  potential  of  terrestrial  carbon, 
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contributing  to  Indonesia's  own  climate  change  and  wider  develop- 
ment goals.  It  will  also  make  progress  easier  in  other  important  forest 
countries. 

Indonesia  has  already  made  enormous  efforts  at  the  implementa- 
tion level.  It  has  focused  on  the  detailed  technical  and  policy  issues  of 
long-term  implementation  of  domestic  action  on  climate  change,  espe- 
cially on  land  use.  It  will  be  at  this  level  that  any  international  agree- 
ment becomes  real.  In  partnership  with  other  countries  and  NGOs, 
Indonesia  is  harnessing  and  enhancing  its  strong  scientific  capacity  to 
build  systems  to  collect  and  analyse  satellite  and  ground  data,  and  un- 
dertaking large-scale  demonstration  activities.  It  is  working  with  Aus- 
tralia to  develop  a  national  Forest  Resource  Information  System  and 
National  Carbon  Accounting  System. 

At  a  diplomatic  level,  Indonesia  matters  because  it  is  one  of  a 
relatively  small  number,  of  large  leading  nations  finding  its  place  in 
a  more  nuanced  world  than  was  allowed  by  the  old  developing  and 
developed  coimtry  dichotomy.  In  this  new  world,  there  are  coimtries 
that  have  and  will  be  part  of  the  problem,  coimtries  most  vulnerable 
to  the  impacts  of  climate  change,  and  everyone  else,  none  of  whom  is 
immune  from  the  impacts. 

Indonesia  is  also  a  member  of  many  of  the  sub-global  fora  of  rel- 
evance to  climate  change  including  the  G20,  the  Major  Economies  Fo- 
rum, ASEAN  plus  3,  APEC,  OPEC,  and  the  Forest  11.  It  is  one  country 
that  is  not  only  a  major  part  of  the  problem  but  will  also  bear  the  bnmt 
of  the  consequences.  Its  national  interests  are  aUgned  with  the  plan- 
etary interest. 

INDONESIA  CAN  BE  A  LEADER,  A  CONVENOR,  AND  A 
BRIDGE 

Indonesia  was  the  first  OPEC  country  to  begin  the  Kyoto  ratifica- 
hon  process.  It  was  the  first  countiy  to  establish  regulations  on  how 
REDD-plus  would  be  implemented  within  its  borders,  including  how 
revenue  from  REDD-plus  projects  would  be  shared. 

In  2007  in  Bali,  Indonesia  convened  the  first  Finance  Minis- 
ters' meeting  on  climate  change.  In  2008,  it  established  the  National 
Council  on  Climate  Change  to  coordinate  climate  change  policy,  ne- 
gohations,  and  implementation  across  all  levels  and  portfolios  of 
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government  in  Indonesia's  decentralised  system.  In  2009,  President 
Susilo  Bambang  Yudhoyono  announced  to  the  world  Indonesia's  com- 
mitment to  change  the  status  of  its  forest  sector  from  a  net  greenhouse 
gas  emitter  to  a  net  sink  by  2030. 

In  a  year  in  which  the  majority  of  the  west  haggled  over  small  per- 
centage cuts  and  altered  their  base  years  in  the  manner  that  an  accoun- 
tant might  cook  his  books  for  the  tax  man,  this  was  an  extraordinary 
armouncement  by  the  leader  of  a  sprawling  and  densely  populated 
coimtry.  When  one  compares  this  grand  visionary  commitment,  by  a 
coi.mtry  of  200  million  people  entering  the  new  millennium  in  a  newly 
invigorated  democracy,  to  the  promises  of  lowly  populated  countries 
such  as  Australia  (21  million)  and  Canada  (33  million)  it  is  no  wonder 
that  the  developing  world  remains  skeptical  of  the  West's  commitment 
to  action. 

RESUSCITATING  THE  BALI  ROADMAP:  AN  ACTION  PLAN 
FOR  INDONESIA 

Indonesia  has  a  critical  role  to  play  to  keep  the  spirit  of  the  Bali 
Roadmap  alive  and  put  the  planet  on  a  path  to  avoid  dangerous  cli- 
mate change.  Indonesia  was  rightly  proud  to  host  the  2007  UNFCCC 
meeting  and  shepherd  through  the  Bali  Roadmap.  That  national  pride 
is  now  at  stake:  just  as  the  success  or  failure  of  the  Kyoto  protocol  re- 
flects on  Japan,  and  the  outcome  at  Copenhagen  reflects  on  Denmark, 
progress  along  the  Bali  Roadmap  is  intrinsically  tied  with  views  of 
Indonesia  as  a  whole.  Japan,  Denmark,  and  Indonesia  each  invested 
enormous  political  and  diplomatic  capital  in  these  three  pivotal  UN- 
FCCC meetings,  capital  that  will  be  repaid  only  through  success. 

A  successful  strategy  for  Indonesia  would  include  three  elements. 
The  first  is  to  work  domestically  and  with  partners  on  technical  as- 
pects of  the  climate  change  solution.  Considering  Indonesia's  particu- 
lar circumstances,  where  around  80%  of  emissions  come  from  the  use 
of  forests  and  peat  lands,  this  work  should  focus  on  terrestrial  carbon. 
The  second  is  to  push  for  a  coordinated  and  standardised  approach  to 
technical  issues  through  fora  like  the  UNFCCC's  Subsidiary  Body  for 
Scientific  and  Technological  Advice  (SBSTA)  and  the  hi tergovern men- 
tal Panel  on  Climate  Change  (IPCC).  The  third  is  to  drive  for  diplo- 
matic agreement  on  the  components  of  the  overall  solution  to  climate 
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change.  This  can  usefully  take  place  in  sub-global  fora  like  the  G20,  the 
Major  Economies  Forum,  ASEAN  plus  3,  APEC,  OPEC,  the  Forest  11, 
OECD,  and  the  BASIC  Group  countries  with  a  view  to  reaching  global 
agreement  in  the  future,  perhaps  as  early  as  the  UNFCCC  meeting  in 
Canctm,  Mexico  at  the  end  of  2010. 

In  addition  to  Indonesia's  existing  work  on  climate  change,  it 
is  specifically  recommended  that  Indonesia  seizes  and  energetically 
drives  five  initiatives  spanning  those  elements  to  address  the  problems 
identified  above: 

•  "Whole  of  Government  Plus":  Climate  change  touches  on 
every  aspect  of  society.  Whether  we  ignore  the  problem  or  we 
fix  it,  ftrndamental  shifts  in  society  are  in  store.  The  problem 
is  too  all-encompassimg  to  be  solved  by  any  one  department 
within  a  ministry  or  any  one  ministry  within  a  government, 
or  by  any  one  level  of  government,  or  by  a  government  alone. 
All  relevant  mirustries,  all  levels  of  government,  all  sectors  of 
the  economy,  and  a  broad  range  of  civil  society  must  be  en- 
gaged in  the  discussion.  Indonesia  should  strengthen  its  drive 
towards  this  "Whole  of  Government  Plus"  approach,  to  make 
effective  progress  at  home  and  become  a  model  for  countries 
around  the  globe. 

•  South-South  Cooperation:  For  some  time,  Indonesia  and 
many  other  forest  coimtries  have  been  actively  developing  and 
implementing  their  strategies  and  demonstration  activities  for 
REDD-plus.  It  has  a  role  to  play  in  engaging  with  other  forest 
countries  and  providing  direction,  leadership  and  expertise. 
This  is  not  about  one-off  workshops,  but  about  a  sustained 
engagement  between  countries  working  as  equals  to  share  les- 
sons and  work  through  problems  together. 

•  Regional  Centre  for  Excellence  on  Climate  Change:  For- 
ward-looking institutions  are  needed  at  all  levels  to  move 
from  the  current  committed  but  ad  hoc  and  fragmented  re- 
action to  climate  change  and  REDD-plus  to  a  coordinated 
and  sustained  response.  Indonesia  would  be  an  ideal  place 
to  establish  a  center  for  excellence  on  climate  change  focus- 
ing on  terrestrial  carbon.  Bogor  is  the  home  of  tlie  Centre  for 
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International  Forest  Research  (CIFOR)  and  Jakarta  hosts  the 
ASEAN  Secretariat.  The  Centre  would  serve  as  a  regional  hub 
for  learning,  knowledge,  and  providing  outsourced  capacity 
to  those  countries  that  requested  it.  This  knowledge  as  well 
as  past  experience  will  have  important  lessons  for  the  design 
and  implementation  of  the  Copenhagen  Green  Climate  Fund, 
announced  as  part  of  the  Copenhagen  Accord,  as  well  as  the 
more  detailed  rule-setting  undertaken  through  the  technical 
and  coordination  components  of  the  UNFCCC  and  IPCC.  This 
would  include  a  sustained  and  well-funded  research  program 
to  fill  remaining  gaps  in  our  imderstanding. 

Public-Private  Forest  Carbon  Funding  Initiative:  At  present, 
much  of  the  action  on  REDD-plus  does  not  extend  beyond  the 
forestry  sector,  while  the  science  tell  us  action  is  required  on  all 
terrestrial  carbon.  Where  action  is  happening  on  the  ground, 
it  is  largely  supported  either  by  public  money  or  by  philan- 
thropic fi.mding.  Despite  numerous  announcements  and  ex- 
tensive efforts  to  become  involved,  the  private  sector  has  not 
yet  been  widely  engaged.  Indonesia  could  address  this  by  call- 
ing for  a  cross-sectoral  public-private  partnership.  It  could,  for 
example,  convene  a  partnership  between  the  palm  oil  indus- 
try (a  major  source  of  land  use  change  in  Indonesia),  major 
multi-national  emitters  that  face  regulation  in  other  markets, 
the  national  government  and  a  provincial  government.  Such  a 
Public-Private  Forest  Carbon  Funding  Initiative  could  jointly 
develop  projects  that  not  only  deliver  greenhouse  gas  mitiga- 
tion but  also  lead  the  way  in  a  shift  from  philanthropically 
funded  demonstration  projects  to  large  scale  privately  fimded 
projects  that  are  commercially  viable  across  the  terrestrial  car- 
bon spectrum. 

G20-F11  Ministerial  Summit  on  Implementing  Terrestrial 
Carbon  Mitigation  at  Scale  -  "Bandung  11":  In  April  1955, 
55  years  ago,  the  ground-breaking  Asian-African  "Bandung 
Conference"  ushered  in  a  new  era  of  partnership  between  de- 
veloping countries.  Given  this  history,  and  that  of  hidonesia's 
leadership  of  the  Forest  11  and  membership  in  the  G20  and  the 
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Major  Economies  Forum,  Indonesia  has  the  mandate  to  call  for 
and  host  a  G20-Forest  11  Ministerial  Siuninit  on  Implementing 
Terrestrial  Carbon  Mitigation  at  Scale.  Such  a  summit  could 
deliver  agreement  on  inter-govemmental  approaches  and  ac- 
tion at  the  required  scale.  It  would  serve  to  elevate  the  delivery 
considerations  of  terrestrial  carbon  (including  REDD-plus)  to 
the  level  of  finance  ministers,  heads  of  government,  and  over- 
all national  planning.  Following  the  skeleton  agreement  at 
Copenhagen,  and  drawing  on  the  initiatives  outlined  above, 
key  coimtiies  could  use  the  Summit  as  an  opportunity  to  work 
through  the  detailed  rules  of  a  long-term  incentive  system  and 
the  necessary  emergency  and  capacity-building  support,  both 
financial  and  technical.  This  event  would  mark  the  ushering 
in  of  another  new  era— of  concerted  action  on  climate  change 
and  partnership  among  aU  coimtries. 


It  is  not  the  science  or  arithmetic  that  is  a  barrier  to  action  on  cli- 
mate change;  it  is  the  politics.  And  Indonesia  can  take  a  leading  role  in 
changing  the  politics. 


INDONESIA'S  CLIMATE  CHANGE  CHALLENGE: 
ECONOMIC  POLICY  FOR  EFFECTIVE  AND 
EFFICIENT  MITIGATION^ 

Frank  Jotzo  and  Salim  Mazouz 


INTRODUCTION 

Since  the  Stern  Review  (2006),  climate  change  has  been  widely 
understood  as  central  for  economic  prosperity  and  development,  not 
"just"  an  environmental  issue;  and  it  is  clear  that  the  international 
policy  dimension  is  crucial  (Garnaut  2008).  Climate  change  could  af- 
fect the  fundamentals  of  economic  systems,  posing  a  threat  to  pros- 
perity and  to  development  prospects. In  fact,  it  is  now  seen  as  one  of 
the  main  challenges  to  development  (World  Bank  2009).  Meanwhile, 
curbing  greenhouse  gas  emissions  by  the  extent  required  to  limit  the 
risk  of  dangerous  climate  change  will  require  comprehensive  changes 
in  technologies,  energy  systems,  industrial  production  practices  and 
locations,  and  consumption  patterns  (Richardson  2009). 

Achieving  global  climate  change  mitigation  (cutting  greenhouse 
gas  emissions)  is  complicated  by  the  fact  that  there  are  long  time  lags 
between  the  emission  of  greenhouse  gases  and  the  impacts  in  the  form 
of  changed  climatic  conditions,  that  cotintries  can  be  tempted  to  free- 
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ride  on  the  efforts  and  others,  and  by  protracted  issues  of  international 
equity.  But  despite  the  fully  valid  argument  that  developed  countries 
need  to  shoulder  a  greater  responsibility  and  effort,  developing  coun- 
tries need  to  be  comprehensively  involved  if  the  global  effort  is  to  be 
successful  (Gamaut  2008;  Jotzo  2007). 

To  achieve  emissions  cuts  effectively  and  efficiently  in  each  coim- 
try  will  require  sound  economic  policies,  integrated  across  different 
sectors  of  the  economy  and  harmonized  with  other  objectives  of  eco- 
nomic policy.  Meanwhile,  adapting  to  already  imavoidable  climate 
change  impacts  will  also  become  necessary,  under  conditions  of  im- 
certainty  about  the  nature  and  timing  of  future  climatic  changes  (IPCC 
2007). 

hi-depth  reviews  of  the  economics  of  climate  change  have  been 
done  for  various  coimtries  and  regions,  for  example  for  Australia 
(Gamaut  2008)  and— to  a  lesser  depth— South-East  Asia  (Asian  De- 
velopment Bank  2009).  For  hidonesia,  the  research  and  analytical  task 
in  coming  to  a  deep  understanding  of  the  challenges,  solutions  and 
interactions  with  other  societal  and  economic  agendas  is  enormous. 
Advances  have  been  made  in  framing  the  big  picture  issues  facing  In- 
donesia on  climate  change  (e.g.,  Garnaut  2009a,b;  Jotzo  et.al.  2009),  in 
exploring  some  of  the  broader  economic  issues  in  climate  change  miti- 
gation (e.g.,  CEDS-UNPAD/Strategic  Asia  2009),  and  in  case  shidies  on 
possible  climate  change  impacts  and  adaptation  options  (for  examples 
the  studies  discussed  in  Jotzo  et.al  2009).  Government-led  reports  have 
been  or  are  being  prepared  on  the  levels  of  emissions  and  options  to  re- 
duce them  (e.g.  Ministry  of  Environment  2009;  DNPI 2009),  on  sectoral 
strategies  for  adaptation  and  mitigation  (the  climate  change  'roadmap' 
under  preparation  by  Bappenas),  and  on  economic  and  fiscal  policy 
strategies  for  mitigation  (Ministry  of  Finance  2009). 

This  article  is  concerned  with  economic  policy  to  cut  greenhouse 
gas  emissions  in  Indonesia.  Drawing  on  work  by  the  autliors  for  the 
Indonesian  Ministry  of  Finance's  (2009)  Green  Paper,  it  sets  out  prin- 
ciples and  options  for  hidonesia's  climate  change  policymaking,  and 
argues  for  a  sound  economic  approach  that  embeds  cHmate  policy  in 
the  overall  development  agenda. 

The  paper  discusses  Indonesia's  current  climate  change  commit- 
ment, in  the  context  of  its  emissions  profile  and  international  develop- 
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ments.  It  also  makes  an  argument  for  using  emissions  pricing — espe- 
cially a  carbon  tax — as  the  backbone  of  long-term  climate  mitigation 
policy.  This  is  followed  by  discussion  on  the  role  of  complementary, 
sector-specific  policies,  focusing  on  the  case  of  geothermal  power.  A 
brief  discussion  of  emerging  international  carbon  financing  options  for 
Indonesia  is  presented  preceding  the  conclusion  part. 

INDONESIA'S  CLIMATE  COMMITMENT  IN  CONTEXT 

The  2020  Emissions  Target  and  Its  International  Significance 

At  the  Pittsburgh  G20  leaders'  meeting  in  September  2009,  Presi- 
dent Yudhoyono  gave  a  speech  imploring  fellow  leaders  to  act  on  cli- 
mate change,  and  made  this  commitment  (Yudhoyono  2009): 

"We  are  devising  an  energy  mix  policy  including  land  use,  land 
use  change,  and  forestry  that  will  reduce  our  emissions  by  26%  by 
2020  from  Business  As  Usual.  With  international  support,  we  are 
confident  that  we  can  reduce  emissions  by  as  much  as  41%." 

A  26%  targeted  cut  is  sufficiently  large  to  require  significant  poli- 
cy action,  but  to  date  no  'business  as  usual'  baseline  has  been  officially 
nominated,  so  it  remains  unclear  exactly  what  the  target  implies  for  In- 
donesia's emissions  trajectory.  However,  estimates  of  business-as-usual 
(BAU)  emissions  show  relatively  modest  imderlying  emissions  growth 
to  2020,  principally  because  of  the  assumption  that  emissions  from  for- 
estry and  peat  (see  below)  will  grow  only  slowly  or  remain  constant. 
Table  1  presents  three  alternative  estimates,  ranging  from  a  26%  to  a 
39%  increase  over  the  period  2005-2020.  A  26%  reduction  then  translates 
into  a  6%  to  7%  reduction  relative  to  2005  levels  based  on  the  lower  BAU 
estimates,  or  a  3%  increase  relative  to  2005  on  the  higher  estimate. 

Hence,  Indonesia's  emissions  target  might  roughly  mean  keep- 
ing overall  emissions  roughly  constant  from  2005  to  2020,  and  per- 
haps slightly  reducing  them,  against  strong  underlying  growth  in  the 
economy  and  energy  consumption.  Given  that  the  first  challenge  on 
the  way  to  a  lower-carbon  world  is  to  turn  steady  annual  increases  in 
emissions  around  to  decreases  ('peaking').  Achieving  this  in  Indonesia, 
one  of  the  large  global  emitters,  would  be  an  important  development 
internationally. 
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A  number  of  other  developing  countries  have  pledged  to  constrain 
or  reduce  their  emissions.  The  most  comparable  target  is  that  of  Brazil, 
which  has  pledged  to  reduce  emissions  by  36%  to  39%  relative  to  BAU, 
and  plans  to  achieve  this  mainly  through  reducing  deforestation  in  the 
Amazon.  This  may  keep  Brazil's  overall  emissions  roughly  constant 
(Climate  Analytics  and  Ecofys  2010).  South  Africa  has  announced  a 
target  to  reduce  emissions  by  34%  below  BAU  by  2020  which  may  also 
mean  a  roughly  constant  emissions  trajectory. 

China  and  India  by  contrast  have  annoimced  that  they  will  reduce 
the  emissions  intensity  of  their  economy  (the  ratio  of  carbon  emissions 
per  unit  of  GDP),  by  40-45%  and  20-25%  respectively,  from  2005  to 
2020.  This  means  continued  increases  in  absolute  emissions,  driven  by 
high  rates  of  economic  growth.  But  in  China's  case  at  least  this  would 
mean  significant  cuts  relative  to  BAU,  requiring  poUcies  in  all  aspects 
of  the  energy  sector  (Stern  and  Jotzo  2010). 


Table  1.  Projections  of  Indonesia's  2020  Business-as-Usual  (BAU) 
Emissions,  Growth  Rates,  and  Effect  of  2020  Target 


Projection  method  and 
source 

2005  emis- 
sions level, 
GtCO,- 
equivalent 

2020  BAU 
emissions 
level,  Gt  CO^- 
equivalent 

BAU 
emissions 
growth 
2005-2020 

2020  target 
emissions  rela- 
tive to  2005 
emissions  c 

Projection  by  DNPI  (2009) 

2.23 

2.82 

+26% 

-7% 

Trend  extrapolation  of 
preliminary  sectoral  emis- 
sions data  by  Ministry  of 
Environment  (2009)  a 

1.74 

2.21 

+27% 

-6% 

Projection  by  Ministry  of 
Environment,  as  reported 
by  Bappenas  (2010)  b 

2.12 

2.95 

+39% 

+3% 

Notes:  a:  Trends  extrapolated  for  each  sector,  applying  2000-2005  annual 
growth  rate  for  period  2005-2020  (as  in  Figure  1).  b:  Underlying  data 
not  available,  c:  26%  reduction  from  2020  BAU  emissions  level,  com- 
pared to  2005  emissions  level. 
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Indonesia's  Emissions  Profile  and  Mitigation  Options 

Indonesia's  emissions  profile  is  dominated  by  land-based  carbon 
emissions,  mostly  firom  deforestation  and  fires  in  peat  soils  or  peat  de- 
composition. These  emissions  sources  are  large  on  a  global  scale:  In- 
donesia has  been  estimated  to  account  for  around  7%  of  global  green- 
house gas  when  emissions  from  land-use  change  and  forestry  are  taken 
into  account,  but  less  than  2%  when  they  are  excluded  (WRI 2009). 

If  Indonesia  were  to  significantly  reduce  its  emissions  from  land- 
use  change  and  forestry  relative  to  their  business-as-usual  growth  path 
in  coming  years,  this  alone  could  make  a  substantial  contiibution  to  the 
near-term  global  chmate  change  mitigation  effort.  There  are  many  op- 
tions to  do  so  at  a  relatively  low  cost.  However,  there  are  also  difficult 
institutional  hujrdles  to  overcome,  and  policymakers  need  to  consider 
how  climate  policy  interacts  with  development  objectives. 

Emissions  from  the  energy  sector  (use  of  coal,  oil  and  gas)  cur- 
rently accoimt  for  only  aroimd  one  quarter  of  Indonesia's  emissions. 
Energy  use  in  Indonesia  is  still  far  below  the  per  capita  global  aver- 


Mt  1 


2000         2005         2010         2015         2020         2025  2030 


Notes:  Data  for  2000-2005  from  Ministry  of  Environment  (2005),  data 
point  for  2005  land-use  change  and  forestry  is  2000-2004  aver- 
age. Trend  extiapolation  2005-2030  by  applying  2000-2005  an- 
nual growth  rates  for  each  category. 
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age,  and  even  further  below  per  capita  energy  consumption  levels  in 
developed  countries.  But  Indonesia's  fossil  fuel  emissions  are  catching 
up  fast.  Aggregate  energy  use  is  growing  roughly  in  line  with  GDP, 
and  a  growing  share  of  energy  supplied  by  high-carbon  coal,  espe- 
cially through  expansion  of  coal-fired  power  plants.  If  left  unchecked, 
Indonesia's  emissions  profile  could  be  dominated  by  emissions  from 
fossil  fuel  use  within  a  few  decades. 

The  options  for  curbing  emissions  growth  are  to  improve  energy 
efficiency  and  so  use  less  energy  to  supply  the  same  services,  and  to 
take  the  carbon  out  of  the  energy  supply  by  shifting  to  lower-carbon 
energy  sources.  Indonesia  has  plentiful  opportimities  to  do  both. 

CARBON  PRICING:  THE  OPTIMAL  LONG-TERM  STRATEGY 

Climate  change  has  been  coined  the  biggest  market  failure  the 
world  has  ever  seen  (Stem  2007).  Changes  to  the  climate  created  by 
greenhouse  gas  emissions  have  been  faced  by  society  at  large  and  not 
confined  to  the  emitter — a  classic  market  failure. 

It  follows  that  the  efficient  policy  intervention  is  to  put  a  price  on 
carbon.  Indeed  there  is  an  almost  unanimous  consensus  in  econom- 
ic thinking  that  carbon  pricing  should  be  the  principal  instrument  of 
climate  change  mitigation  policy  Carbon  pricing  is  the  centerpiece  of 
mitigation  policy  in  the  European  Union,  and  of  proposed  poHcies  in 
the  United  States,  Australia  and  other  countries.  Developing  countries, 
including  China,  have  also  been  considering  carbon  pricing  policies. 

While  emissions  pricing  is  the  main  tool  for  achieving  abatement 
at  least  cost  to  the  economy  especially  in  the  long  run,  there  is  a  role  for 
complementary  policy  measures.  Examples  from  Indonesia's  energy 
and  land  use  sectors  will  be  discussed  in  the  following  sections. 

Principles 

There  are  many  opportunities  to  achieve  emissions  abatement 
within  the  economy  at  different  levels  of  cost  per  tonne  of  carbon  di- 
oxide saved.  The  challenge  is  to  achieve  overall  abatement  at  least  cost. 
If  pohcy-makers  need  to  single  out  specific  abatement  actions,  there  is 
a  danger  that  the  selected  actions  will  not  be  the  lowest-cost  options 
within  the  economy  and  emissions  reductions  overall  will  be  more 
expensive  than  necessary  For  example,  an  increasingly  popular  but 
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highly  inefficient  policy  in  many  developed  countries  is  to  subsidize 
the  deployment  of  roof-top  solar  panels.  This  is  typically  much  more 
expensive  than  other  options  of  renewable  energy  supply,  let  alone  sav- 
ing carbon  emissions  through  greater  energy  efficiency,  and  the  costs 
are  borne  by  consumers  or  taxpayers. 

Carbon  pricing  takes  advantage  of  the  market  mechanism  in  de- 
ciding where  emissions  reductions  occur.  A  price  is  put  on  carbon  emis- 
sions, raising  the  prices  of  goods  that  have  associated  carbon  emissions 
in  their  production,  with  this  price  effect  flowing  through  the  econo- 
my. Goods  and  services  that  embody  a  lot  of  emissions  will  see  higher 
increases  in  price  than  those  that  embody  few  emissions,  and  the  price 
of  low-emissions  goods  and  services  may  fall.  Consimiers  and  produc- 
ers will  react  to  this  price  signal  by  switching  toward  lower-emissions 
alternatives.  The  economic  reaction  to  the  price  signal  automatically 
implements  the  lowest-cost  abatement  options,  without  the  need  for 
policy-makers  to  specifically  single  out  these  options. 

Implementation 

The  ideal  coverage  would  include  all  greenhouse  gases  and  all 
sectors  of  the  economy,  since  this  would  ensure  that  the  carbon  price 
can  be  felt  across  the  economy  and  that  distortions  in  resource  alloca- 
tion across  the  economy  are  minimized. 

In  practice  there  are  significant  estimation,  measurement,  and  ver- 
ification barriers  to  achieving  full  coverage.  It  would  be  reasonable  for 
Indonesia  in  the  first  instance  to  consider  a  carbon  pricing  scheme  for 
fossil  fuels,  but  not  for  agriculture,  forestry  and  other  greenhouse  gas 
emissions  sources.  Taxes  or  levies  on  emissions  from  fossil  fuel  combus- 
tion could  be  conveniently  collected  from  large  emitters  (power  plants 
and  large  industrial  users),  at  the  point  of  import,  or  in  the  wholesale 
fuel  market  (Ministry  of  Finance  2009,  Chapter  2). 

The  two  main  mechanisms  for  imposing  a  carbon  price  are  emis- 
sions trading  ('cap-and-trade')  and  a  carbon  tax  (or  a  levy  on  carbon 
emissions,  treated  synonymously  below).  Under  emissions  trading, 
the  government  requires  that  firms  hand  in  a  permit  for  each  tonne  of 
carbon  emitted,  and  sells  or  gives  away  a  certain  number  of  permits 
which  are  tradable  in  markets.  With  a  carbon  tax,  the  government  de- 
clares a  price  that  is  payable  per  tonne  of  carbon  emissions,  and  col- 
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lects  that  tax.  While  EU  has  implemented  emissions  trading,  the  latter 
has  been  the  preferred  instrument  in  most  other  developed  countries 
that  are  considering  or  preparing  carbon  pricing.  Carbon  taxes  on  the 
other  hand  were  earlier  implemented  in  some  European  countries, 
have  considerable  support  in  the  US  debate  and  elsewhere,  and  are  be- 
ing considered  in  some  developing  countries  including  China. 

Emissions  trading  and  taxes  both  achieve  the  fundamental  objec- 
tive of  a  price  on  emissions,  but  differ  in  many  respects,  for  example 
economic  and  envirormtental  imcertainty,  international  market  link- 
age, and  treatment  of  claims  for  compensation  by  businesses.  In  con- 
sidering carbon  pricing  for  Indonesia,  admiiustrative  feasibility  needs 
to  figure  prominently,  and  this  favours  a  carbon  tax.  A  carbon  tax  is 
likely  to  be  simpler  to  set  up  and  administer,  since  it  can  be  collect- 
ed through  existing  taxation  institutions.  A  carbon  tax  on  fossil  fuels 
applied  at  wholesale  levels  (or  at  the  point  of  production  or  import) 
involves  relatively  few  entities  and  should  not  impose  a  high  admin- 
istrative burden.  Over  time,  this  could  be  transitioned  to  an  emissions 
trading  scheme,  if  desired  (Ministry  of  Finance  2009,  Chapter  2). 

A  fundamental  precondition  for  the  working  of  emissions  pricing 
is  that  carbon  costs  are  passed  through  the  full  chain  of  production 
and  consumption,  and  that  market  participants  have  proper  incen- 
tives to  mirumize  costs.  In  Indonesia,  this  means  in  the  first  instance 
to  restructure  fiiel  and  electricity  subsidies  so  that  the  price  faced  by 
consumers  is  flexible  and  then  to  phase  out  energy  subsidies.  It  also 
means  restructuring  energy  markets  and  regulatory  frameworks  to  al- 
low efficient  supply-side  responses  (see  section  on  Geothermal  Power 
Policy  Option  below). 

Economic  and  Distributional  Effects 

Taxing  carbon  emissions  cannot  only  achieve  environmental  ob- 
jectives, but  also  lead  to  better  economic  outcomes.  The  fundamental 
Idea  IS  that  of  a  'double  dividend'  (Pearce  1991),  where  revenue  from 
environmental  taxation  is  used  to  reduce  more  distorfive  taxes,  in  turn 
improvmg  economic  efficiency  and  increasing  economic  growth.  In 
addition,  distributional  objecHves  could  be  achieved,  depending  on 
consumption  patterns  and  on  how  revenue  is  redistributed 
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For  the  case  of  Indonesia,  modelling  studies  have  illustrated  how 
,  a  carbon  tax  could  reduce  emissions,  increase  GDP  as  well  as  reduce 
poverty  simultaneously  (Yusuf  and  Resosudarmo  2007;  CEDS-UN- 
PAD/Strategic  Asia  2009;  Ministry  of  Finance  2009).  The  efficiency 
gains  shown  in  the  modelling  are  largely  due  to  a  carbon  tax  coim- 
terbalancing  existing  distortions  in  the  economy,  including  for  exam- 
ple fuel  subsidies.  Some  reductions  in  poverty  seen  in  the  modelling 
I  come  about  because  the  poor  consume  relatively  less  energy  and  emis- 
;  sions  intensive  goods,  while  relatively  large  poverty  reductions  can 
be  achieved  as  the  result  of  cash  transfers  from  carbon  tax  revenue 
targeted  to  the  poor.  Transfers  to  low-income  households  are  also  an 
important  equity  issue  in  climate  policy  in  developed  countries,  for  ex- 
ample they  are  an  important  part  of  the  proposed  Australian  emissions 
trading  system  (Department  of  Climate  Change  2008). 

However,  firms  with  existing  productive  assets  that  produce 
emissions  will  suffer  an  economic  loss.  They  will  argue  either  that  they 
should  be  excluded  from  the  carbon  tax,  or  compensated.  Experience 
in  developed  coimtries  has  shown  that  energy  and  emissions  inten- 
sive businesses  lobby  heavily  against  the  introduction  of  carbon  pric- 
ing, and  where  covered  by  carbon  pricing,  they  tend  to  obtain  large 
amoimts  of  monetary  compensation  for  their  additional  costs  (Pezzey 
et.al.  forthcoming).  This  in  turn  reduces  the  amoimt  of  money  avail- 
able to  compensate  consumers,  to  pay  for  budgetary  expenditure  on 
climate  change  measures,  to  lower  other  taxes  and  so  forth. 

Prospects  for  A  Carbon  Tax  in  Indonesia 

A  carbon  tax  could  provide  a  solid  foimdation  for  long-term  cli- 
mate policy  in  Indonesia,  and  indeed  is  likely  to  be  essential  if  the 
trend  for  fast-rising  carbon  emissions  from  the  energy  sector  is  to  be 
stemmed. 

Much  more  analysis  however  remains  to  be  done  on  its  proper 
design  and  likely  effects,  and  the  findings  will  need  to  be  broadly  so- 
cialized before  a  carbon  tax  can  become  a  concrete  policy  option.  The 
policymaking  community  as  well  as  the  broader  public  need  to  gain 
a  good  understanding  of  the  working  and  effects  of  a  carbon  tax,  in 
■•  particular  its  distributional  implications  and  prospects  for  poverty  al- 
leviation. 
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GEOTHERMAL  POWER  POLICY  OPTIONS 

For  carboii  pricing  to  provide  the  desired  least  cost  outcomes,  un- 
derlying market  prices  need  to  reflect  true  economic  parameters.  In 
the  Indonesian  electricity  sector,  this  is  far  from  being  the  case.  Both 
the  demand  and  the  supply  side  of  the  electricity  market  are  distorted 
by  various  policy  settings. 

For  instance,  consimiers  receive  subsidized  electricity,  depending 
on  the  size  of  their  coimection  to  the  grid.  The  state-owned  electricity 
company,  PLN,  in  turn  receives  subsidies  for  their  production  portfolio 
based  on  the  historic  costs  of  production  and  as  a  function  of  technol- 
ogy used.  For  example,  in  2008,  PLN  received  more  than  tree  time  as 
much  per  unit  of  diesel-powered  electricity  than  for  coal  based  power, 
and  about  20%  more  for  coal-based  than  for  geothermal  power. 

Given  these  distortions,  carbon  pricing  can  ensure  that  relative 
prices  begin  to  reflect  the  external  cost  of  carbon  embodied  in  goods 
and  services  but  it  cannot  be  assumed  that  it  will  deliver  least  cost 
abatement.  Indeed,  without  further  intervention,  some  of  the  cheap- 
est abatement  opportunities  may  remain  unexploited  due  to  existing 
investment  barriers  and  price  distortions. 

Geothermal  electricity  generation  is  a  case  in  point.  Indonesia  is 
host  to  40%  of  the  world's  geothermal  resources,  but  today  only  around 
3%  of  the  resource  is  developed.  A  number  of  geothermal  power  plants 
came  on  line  in  the  1990s,  but  progress  halted  after  the  1997-98  finan- 
cial crisis.  The  government  has  an  ambitious  plan  to  ramp  up  geoflier- 
mal  power  production  and  to  make  it  a  substantial  part  of  the  second 
'10,000  megawatt  crash-program'  of  power  supply  expansion  (Narjoko 
and  Jotzo  2007),  but  to  date  the  rate  of  new  geothermal  capacity  devel- 
opment IS  slower  than  would  be  needed  to  attain  that  target 

Unless  the  way  in  which  geothermal  electricity  generation  is  in- 
centivized  m  Indonesia  is  changed,  carbon  pricing  would  not  lead  to 
significant  deployment  of  this  technology  This  is  despite  the  fact  that 
some  geothermal  fields  can  produce  electricity  at  lower  cost  tl.an  coal 
even  without  taking  into  account  the  cost  of  carbon  emissions.  Us- 
mg  the  concept  of  the  'true  cost  of  electricity'  which  includes  implicit 
and  explicit  and  implicit  subsidies  as  well  as  externalities  from  power 
generation,  viable  geothermal  fields  typically  have  significantly  lower 
production  costs  than  coal-fired  electricity  (Ministry  of  Finance  2009, 
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Chapter  4).  This  is  the  case  even  at  market  rates  of  return  on  the  higher 
up-front  capital  expenditure  for  geothermal  power  plants. 

Geothermal  development  is  also  hampered  by  imcertainty  regard- 
ing the  value  of  the  geothermal  resource  in  a  particular  area  coupled 
with  high  up-front  investment  costs.  h\  addition  to  providing  better 
investment  conditions  by  providing  a  clear  and  government  backed 
tariff,  the  provision  of  enhanced  exploration  information  is  necessary. 
Another  specific  barrier  to  deplo5nTient  of  geothermal  power  is  that 
PLN  has  not  been  prepared  to  provide  independent  power  producers 
with  power  purchasing  agreements  at  early  stages  of  development. 

Addressing  the  underlying  distortions  in  the  electricity  sector  can 
yield  broader  economic  benefits  beyond  carbon  emissions  reductions, 
by  enhancing  the  efficiency  of  the  electricity  sector.  Emissions  reduc- 
tion objectives  can  serve  as  an  additional  impetus  for  electricity  market 
reform,  especially  on  the  production  side.  Indeed  in  the  long  term, 
a  market-based  energy  supply  system  plus  carbon  pricing  could  take 
Indonesia  to  a  favourable  competitive  position  in  energy-intensive  in- 
dustries if  in  future  years  carbon  controls  are  widespread  across  the 
world. 

Reform  of  the  energy  sector  is  a  gradual  process.  The  idea  is  that 
the  efficiency  of  the  energy  market  is  improved  over  time  with  the 
goal  of  efficient  production  and  carbon  pricing.  During  the  transition, 
distortions  in  particular  areas  such  as  geothermal  power  should  be 
addressed  in  parallel  with  the  broader  energy  market  reform  effort, 
including  moving  towards  a  level  playing  field  between  energy  tech- 
nologies. 

LAND-USE  CHANGE:  INCENTIVIZING  LOCAL  ACTION 
THROUGH  FISCAL  TRANSFERS 

The  bulk  of  near-term  emissions  reductions  in  Indonesia  are  ex- 
pected to  come  from  changing  land-use  practices,  reducing  defores- 
tation, promoting  reforestation,  conserving  peat  land,  and  prevent- 
ing fires  (DNPI  2009).  In  many  cases,  the  technical  and  opportunity 
cost  of  such  measures — for  example  to  establish  a  palm  oil  plantation 
on  grassland  rather  than  on  forested  land — would  be  low  relative  to 
many  other  abatement  options. 
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Many  decisions  relevant  to  land  use  and  forestry  management, 
and  other  aspects  of  climate  change,  are  under  the  control  of  local  gov- 
ernments in  Indonesia.  The  people,  businesses,  and  institutions  on  the 
groimd  that  control  land-use-change  practices  currently  reap  little  or 
no  direct  benefit  from  actions  to  cut  carbon  emissions  but  often  would 
carry  the  costs.  Consequently,  financial  incentives  need  to  be  created 
for  mitigation  actions  that  are  desired  by  the  national  government  and 
that  are  in  the  interest  of  the  international  community.  Carbon  mitiga- 
tion policy  also  needs  to  heed  local  aspirations  for  development. 

Payments  for  forest  carbon  from  industrialized  countries  to  tropi- 
cal developing  countries  (Reducing  Emissions  from  Deforestation  and 
Forest  Degradation,  REDD  or  REDD  plus)  are  likely  to  become  avail- 
able at  substantial  magnitude  in  coming  years  (see  section  6  below). 
REDD  payments  are  likely  to  be  attributed  in  large  measiire  at  the  na- 
tional level,  creating  the  need  to  transfer  financial  incentives  down  to 
the  regional  and  local  levels. 

The  need  for  local  incentives  combined  with  the  prospect  of  na- 
tional-level fimding  points  to  the  intergovernmental  fiscal  transfer  sys- 
tem as  a  vehicle  to  incentivize  local  climate  change  action.  The  central 
government  could  make  payments  to  the  regions  to  support  and  in- 
centivize climate  change  action  by  regional  governments. 

In  encouraging  actions  to  cut  carbon  emissions,  fiscal  transfer 
mechanisms  need  to  be  designed  so  that  a  direct  and  strong  financial 
incentive  is  created  for  district  governments  to  implement  climate 
friendly  measures,  while  leaving  flexibility  to  local  entities  about  what 
actions  they  take  and  how  they  implement  them. 

In  an  ideal  system  (Ministry  of  Finance  2009,  Chapter  5),  pay- 
ments to  local  governments  would  be  based  on  successful  implemen- 
tation of  agreed  programs,  and  on  achial  carbon  reduction  outcomes. 
Regional  governments  would  be  free  to  take  part  or  not,  and  have  full 
control  over  the  design  and  implementation  of  projects.  The  central 
government  would  choose  the  most  cost-effective  proposals  for  imple- 
mentahon,  possibly  by  way  of  a  tendering  system,  taking  ii^to  account 
development  priorities.  The  central  government  would  manage  the 
nahonal  and  international  aspects  of  the  scheme,  including  manage- 
ment of  mternational  finance  inflows  from  REDD. 
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Climate  change  funding  could  be  channeled  through  existing  Spe- 
cial Allocation  Fund  (DAK/ Dana  Alokasi  Khusus)  programmes  of  the 
various  line  ministries,  or  through  new  integrated  climate  change  DAK 
programmes.  Ideally,  they  would  include  a  substantial  component  of 
reward  or  incentive  payments  over  and  above  programme  implemen- 
tation costs,  which  is  traditionally  the  main  or  only  component  of  DAK 
funding. 

Other  possible  avenues  for  implementation  are  through  direct 
grant  agreements  with  selected  provinces  or  districts,  for  agreed  cli- 
mate change  programs  or  outcomes.  These  would  also  allow  funding 
to  be  linked  directly  to  international  inflows  of  carbon  financing.  Fur- 
thermore, the  performance-based  Regional  Incentive  Fund  {DID /Dana 
Insentif  Daerah)  for  social  and  economic  performance,  as  annotinced 
by  the  Ministry  of  Finance  in  late  2009,  could  provide  another  option 
for  climate  change  incentive  payments.  Payments  to  regional  govern- 
ments could  be  made  on  the  basis  of  performance  on  aggregate  indica- 
tors of  outcomes,  for  example  carbon  emissions,  area  of  deforestation 
or  reforestation,  and  incidence  of  peat  fires. 

Capacity-building  programs  and  pilot  activities  would  be  vital 
during  the  start-up  phase.  These  could  readily  be  supported  through 
international  financing  and  other  international  resources,  building  on 
existing  donor  initiatives. 

Fiscal  tiansfers  are  only  one  part  of  the  equation  for  curbing  emis- 
sions from  Indonesia's  land  use  sector.  Other  important  components  of 
the  national  policy  toolbox  for  curbing  emissions  from  land-use  change 
and  forestry  are  national  regulatory  measures,  as  well  as  the  tax  and 
subsidy  system  for  land  conversion,  forest  and  agricultural  industries. 
These  regulations  and  policies  sometimes  overlap  or  are  contradictory, 
and  often  promote  high-emissions  outcomes.  Bringing  fiscal  and  regu- 
latory policy  settings  in  the  agriculture  and  forestry  sectors  into  line 
with  carbon  reduction  objectives  is  essential  for  meeting  Indonesia's 
emissions  target. 

INTERNATIONAL  CARBON  FINANCE 

Indonesia  has  so  far  only  seen  a  relatively  small  share  of  the  limited 
pool  of  global  carbon  finance.  However,  climate  finance  for  develop- 
ing countries  is  about  to  be  scaled  up  greatly.  The  Copenhagen  Accord 
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(UNFCCC  2009)  specifies  start-up  furiding  to  developing  countries  of 
USD30  billion  over  the  period  2010-2012,  with  deforestation  and  adap- 
tation to  climate  change  highlighted  as  priority  areas  of  fimding.  The 
prospect  of  ramping  up  cross-border  financing  for  developing  coun- 
tries to  USDIOO  billion  per  year  was  raised  in  the  Accord.  Financing 
through  carbon  markets  will  be  on  top  of  these  sums. 

Indonesia  has  strong  potential  on  deforestation  avoidance,  and 
significant  needs  on  adaptation.  Hence  Indonesia  could  be  a  major 
destination  of  climate  finance,  depending  on  the  design  of  internation- 
al financing  mechanisms  and  the  implementation  of  domestic  policies 
to  effectively  use  such  funding. 

Indonesia  can  pursue  the  climate  finance  agenda  in  international 
forums,  and  has  done  so  in  recent  times  in  particular  through  the  G20, 
as  well  as  in  the  UN  climate  negotiations.  Key  objectives  from  Indone- 
sia's (and  indeed  most  developing  countries')  perspective  would  be  to 
maximize  access  to  climate  financing,  to  allow  flexibility  for  funding 
to  go  to  the  most  productive  uses  for  Indonesia  without  overly  pre- 
scriptive conditions  from  donors,  to  avoid  diversion  of  aid  funding 
from  other  uses,  and  to  ensure  that  the  credit  for  emissions  reductions 
remams  with  Indonesia  (and  so  'counts'  toward  the  26%  target)  unless 
the  reductions  are  sold  to  other  countries  at  the  international  market 
price. 

IniHally,  a  large  share  of  internaaonal  carbon  finance  is  expected 
to  be  dehvered  through  public  channels,  for  example  through  grants  or 
concessional  loans  via  international  financial  institutions,  or  in  bilateral 
arrangements.  Over  time  however,  market  mechanisms  are  expected 
to  play  a  greater  role,  with  companies  and  governments  in  developed 
countries  paying  for  emissions  reductions  achieved  in  Indonesia  and 
other  countries.  The  prerequisite  is  reliable  accounting,  ideally  against 
agreed  baselines  that  do  not  just  cover  individual  projects  as  tmder  the 
Clear  Development  Mechanism  (CDM),  but  whole  sectors  in  a  coun- 

For  example,  Indonesia  might  be  able  to  negotiate  a  so-called  'no- 
lose  sectoral  arget'  for  the  energy  sector,  underpinned  by  policies  as 
described  earlier  m  this  paper,  and  allowing  Indonesia  to  sell  any  re- 

2009,  Chapter  3).  Ai,  emissions  target  for  Indonesia's  energy  or  power 
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sector  could  be  an  important  vehicle  in  funding  additional  up-front 
investment  costs  in  geothermal  power,  for  example. 

The  ultimate  prerequisite  for  large  and  sustained  amounts  of  cli- 
mate change  funding  from  international  sources  to  flow  to  Indonesia 
is  success  in  policy  implementation.  Money  will  flow  initially  on  a  trial 
basis,  but  is  likely  to  continue  to  flow  only  to  those  coimtries  and  for 
those  activities  where  positive  outcomes  are  demonstrated. 

CONCLUSION 

Indonesia  has  committed  to  reigning  in  greenhouse  gas  emis- 
sions, in  a  bid  to  do  its  share  in  an  emerging  global  effort  to  mitigate 
climate  change.  Substantially  cutting  carbon  emissions  means  chang- 
ing production  systems  and  technologies  throughout  large  parts  of  the 
economy,  presenting  both  an  opportimity  for  development  and  a  chal- 
lenge to  poUcy  making.—^ 

Indonesia's  energy  supply  needs  to  grow  in  order  to  facilitate  eco- 
nomic growth  and  improve  livelihoods,  but  it  is  creating  fast  growth 
in  carbon  emissions.  Climate  change  mitigation  often  means  higher 
investment  costs  for  cleaner  equipment,  or  foregoing  some  profitable 
high-carbon  activities  in  favor  of  lower-carbon  alternatives.  In  other 
cases,  the  shift  to  a  lower-carbon  pathway  will  improve  economic 
efficiency,  in  addition  to  the  environmental  benefits.  A  fast-growing 
economy  like  Indonesia's  has  the  advantage  that  its  structure  is  able 
to  change  quickly  as  new  infrastructure  is  added,  allowing  a  relatively 
fast  turnaround  to  a  low-carbon  trajectory.  On  the  flipside,  there  is  the 
danger  of  lock-in  to  investment  in  high-carbon  patterns  that  could  turn 
into  future  economic  liabilities  in  a  carbon-constrained  world. 

These  issues  are  on  display  in  a  current  issue  of  policy  reform  in 
Indonesia,  namely  geothermal  energy  policy.  Reform  of  pricing  and 
institutional  arrangements  for  geothermal  power  is  a  prerequisite  for 
ramping  up  geothermal  power  supply.  This  should  be  part  of  compre- 
hensive energy  market  reform  over  time,  with  market  pricing,  a  level 
playing  field  between  technologies,  and  carbon  pricing. 

Another  example  is  land  conversion,  which  is  important  for  re- 
gional economic  development,  but  also  a  very  large  source  of  carbon 
emissions.  Climate  policy  could  accelerate  beneficial  structural  change 
in  regional  economies  without  putting  regional  economic  development 
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at  risk.  An  important  policy  aspect  of  reigning  in  carbon  emissions 
from  land  conversion  and  peat  fires  is  to  create  financial  incentives  for 
local  goverriments.  Indonesia's  intergovernmental  fiscal  transfer  could 
be  adapted  to  provide  payments  to  district  governments  in  reward  of 
lower-carbon  outcomes  that  are  imder  their  control.  Substantial  oppor- 
ttinities  for  financial  support  to  reduce  emissions  may  become  avail- 
able from  the  international  community,  which  could  help  ease  the  tran- 
sition in  the  land-use  change  and  forestry  sector  but  also  other  parts  of 
the  economy. 

In  the  long  run,  climate  policy  will  require  not  just  sector  specific 
policies  and  reform,  but  putting  a  price  on  carbon  emissions.  Well-de- 
signed emissions  pricing  policy  would  send  a  robust  signal  to  mar- 
kets for  investment  in  lower-emissions  alternatives.  A  carbon  tax  in 
Indonesia  could  improve  economic  efficiency  insofar  as  it  countervails 
existing  distortions,  in  addition  to  yielding  desirable  distributional 
outcomes. 

TTie  road  to  integrated  climate  poHcy  including  carbon  pricing 
could  be  a  long  one,  but  it  is  likely  to  be  one  worth  travelling.  Along 
the  way,  there  are  plentiful  opportunities  for  poUcy  reform  that  can 
both  cut  carbon  and  advance  development.  Strong  economic  input  to 
policy  design  and  implementation  wiU  be  crucial  for  Indonesia's  cli- 
mate policy  to  be  both  effective  and  efficient. 

REFERENCES 

Asian  Development  Bank.  2009.,  The  Economics  of  Climate  Change  in  South- 
east Asia:  A  Regional  Review,  Manila. 

Bappenas.  2010.  'Indonesia  Climate  Change  Sectoral  Roadmap.' Presentation 
by  S.  Thamrin,  March  2010. 

CEDS-UNPAD/Strategic  Asia.  2009.  Menuju  Ekonomi  Hijau:  Alternatif 
Strategi  Mencapai  Pembangunan  yang  Pro-Job,  Pro-Poor  dan  Pro- 
Environment,  Ministry  of  Environment  Indonesia,  Jakarta. 

Climate  Analytics  and  Ecofys.  2010.  Climate  Action  Tracker.  Available  af 
http://wwio.climateactiontracker.ors.  Accessed  on  2  March  2010. 


!  Idonesia's  Climate  Change  Challenge:  Economic  Policy  For  Effective 


39 


Department  of  Climate  Change.  2008.  Carbon  Pollution  Reduction  Scheme: 
Australia's  low  pollution  future.  White  Paper,  Australian  Govern- 
ment. 

DNPI.  2009.  "Indonesia's  greenhouse  gas  abatement  cost  curve."  Interim  re- 
port, September,  Dewan  Nasional  Perubahan  Iklim  (National  Council 
on  Climate  Change),  Jakarta. 

Garnaut,  Ross.  2008a.  The  Garnaut  Climate  Change  Review:  Final  Report. 
Melbourne:  Cambridge  University  Press. 

Garnaut,  Ross.  2009a.  "Climate  change  and  Indonesia. "  Address  at  the  In- 
donesian National  Seminar  on  'Financial  Crisis,  Green  Growth  and 
Climate  Change'  -  Jakarta,  16  July  2009. 

Garnaut,  Ross. 2009b.  "Climate  Change  and  Indonesia:  in  honour  ofPanglay- 
kim".  Bulletin  of  Indonesian  Economic  Studies  45,  no.  1: 107-116. 

IPCC.  2007.  Fourth  Ass'essrnent  Report,  Intergovernmental  Panel  on  Climate 
Change.  Cambridge:  Cambridge  University  Press.  . 

Jotzo,  F.  2007.  "Climate  Policy:  where  to  and  how."  Agenda  24,  no.l:  17-34. 

Jotzo,  F.,  Resosudarmo,  I.A.P.,  Nurdianto,  D.A.  and  Sari,  A.P.  2009.  "Cli- 
mate change  and  development  in  Eastern  Indonesia.  "In  Resosudarmo, 
B.  and  Jotzo,  F.  eds,  2009),  Development  and  Environment  in  Eastern 
Indonesia.  Singapore:  ISEAS. 

Ministry  of  Finance  .2009.  Green  Paper  on  Economic  and  Fiscal  Policy  Strat- 
egies for  Climate  Change  Mitigation  in  Indonesia.  Ministry  of  Finance 
Republic  of  Indonesia  and  Australia  Indonesia  Partnership,  Jakarta. 

Ministry  of  Environment.  2009.  "Indonesia  second  national  communication 
under  the  UNFCCC. "  Jakarta,  November. 

Narjoko,  Dionisios  A.  and  Jotzo,  F.  2007.  "Survey  of  recent  developments." 
Bulletin  of  Indonesian  Economic  Studies.  43,  no.  2: 143-169. 

Pearce,  D.  1991.  "The  Role  of  Carbon  Taxes  in  Adjusting  to  Global  Warm- 
ing.." The  Economic  Journal  101:  938-948. 

Pezzey,  C.V,  J.,  Mazouz,  S.,  and  Jotzo,  F.  Forthcoming.  'The  logic  of  col- 
lective action  and  Australia's  Climate  Policy',  Australian  Journal  of 
Agricultural  and  Resource  Economics;  also  published  as  ANU  EERH 
Research  Report  24  (2009). 


40 


THE  INDONESIAN  QUARTERLY,  Vol.  38,  No.  1,  2010 


Stern,  N.  2007.  The  Economics  of  Climate  Change:  The  Stern  Review.  Cam- 
bridge: Cambridge  University  Press,. 

Stern,  D.  and  Jotzo,  F.  2010. 'How  Feasible  are  Emissions  Intensity  Targets 
for  China,  India,  and  Other  Developing  Countries?  An  Econometric 
Analysis',  paper  presented  at  Australian  Agricultural  and  Resource 
Economics  Annual  Conference,  Adelaide. 

World  Bank.  2009.  World  Development  Report  2010:  Development  and  Cli- 
mate Change.  Washington  DC. 

WRI  (World  Resources  Institute).  2009.  CAIT  database  version  6.0,  www. 
wri.org. 

Yudhoyono,  S.B.  2009.  Intervention  at  the  G20  Leader's  Summit,  Pitts- 
burgh, 25  September,  Available  at:  http://redd-indonesia.org/publikasi/ 

detail/read/indonesia-prestdents-speech-on-climate-change-at-2009-g-20- 
meeting-1/.  Accessed  on  14  February  2010. 

Yusuf  A.  and  Resosudarmo,  B.  2007.  "On  the  Distributional  Effect  of  Car- 
bon Tax  in  Developing  Countries:  The  Case  of  Indonesia."  Working 
Paper  200705,  Department  of  Economics,  Padjadjaran  University, 
Bandung. 


TOWARDS  AN  EQUITABLE  CLIMATE  CHANGE 
REGIME 

Hardiv  Harris  Situmeang 

INTRODUCTION 

The  UN  Conference  on  the  Parties  (COP)  in  Copenhagen  in  De- 
cember 2008  failed  to  produce  a  post_Kyoto  climate  change  regime. 
This  was  a  big  disappointment.  However,  it  should  be  recognized  that 
climate  change  is  perhaps  the  most  complicated  issue  facing  the  inter- 
national community  today.  A  global  average  temperature  increase — 
greater  than  2°C — ^will  result  in  costly  adaptation  and  considerable  im- 
pacts that  exceed  the  adaptive  capacity  of  many  systems.  It  presents 
an  increasingly  imacceptable  risk  of  large  scale  irreversible  effects.  We 
know  that  rising  global  temperatures  will  jeoperdize  the  bases  of  many 
people's  Hvehoods,  especially  in  the  developing  regions,  increase  vul- 
nerability to  poverty  and  social  deprivation,  and  thus  put  human  se- 
curity at  risk.  In  order  to  ensure  a  high  degree  of  probability  of  stay- 
ing below  2°C,  urgent  actions  are  needed  to  reduce  global  greenhouse 
gases  (GHGs)  emissions  so  that  atmospheric  concentrations  will  peak 
in  the  near  future  and  return  to  a  lower  stabilization  level. 

The  correlation  between  the  rise  in  temperature  and  GHG  concen- 
tration in  the  atmosphere  is  clear.  Since  pre-industrial  times,  increas- 
ing emissions  of  GHGs  due  to  human  activities  have  led  to  marked 
increase  in  atmospheric  GHG  concentrations.  Therefore,  the  alarming 
pace  in  which  GHG  concentration  is  increasing  has  been  a  source  of 
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concern.  A  wide  range  of  direct  and  indirect  measurements  confirm 
that  the  atmospheric  mixing  ratio  of  CO^  has  increased  globally  by 
about  lOOppm  (parts  per  million)  or  36%  over  the  last  250  years,  from 
a  range  of  275  to  285ppm  in  the  pre-industrial  era  (AD  1000-1750)  to 
379ppm  in  2005. 

In  order  to  have  a  50%  chance  of  keeping  the  global  mean  tem- 
perature rise  below  2°C  relative  to  pre  industrial  levels,  atmospheric 
GHG  concentrations  must  stabilize  below  450ppm  CO^.eq.  Current 
level  of  atmospheric  long-lived  GHG  concentrations  is  estimated  at 
about  450ppm  CO^-eq.  However  if  we  include  the  cooling  effect,  cur- 
rent greenhouse  gas  concentration  gives  a  warming  effect  equivalent 
to  a  best-estimate  of  about  375ppm  CO^-eq.  Current  atmospheric  GHG 
concentrations  and  trends  in  GHG  emissions  mean  that  these  concen- 
tration levels  may  be  exceeded.  However,  the  2°C  target  can  still  be 
achieved  if  this  overshoot  of  concentrations  is  only  temporary  and  re- 
versed quickly  To  avoid  a  warming  in  excess  of  2°C,  global  GHG  emis- 
sions should  peak  by  2020  at  the  latest  and  then  be  more  than  halved 
by  2050  relative  to  1990. 

THE  NEED  FOR  GLOBAL  COHERENT  ACTIONS 

At  the  heart  of  the  negotiations  that  sparked  contentious  debates 
is  the  discussion  around  mitigation  and  its  associated  key  elements. 
We  need  to  be  in  converging  path  under  global  integrated  process  in 
reaching  the  ultimate  objective  of  the  convention. 

Historically,  energy  related  GHG  emissions  were  predominant- 
ly emitted  by  economic  activities  in  the  richer  developed  countries. 
Therefore,  any  agreement  should  set  further  absolute  economy-wide 
emission  reduction  targets  for  developed  countries.  However,  with  its 
share  of  about  80  %  of  the  global  population  and  the  increase  of  eco- 
nomic activities,  most  of  the  flow  of  the  new  emissions  will  originate 
from  developing  countries. 

Historical  and  future  emissions  are  centre  pieces  of  the  United 
Nations  Framework  Convention  on  Climate  Change  (UNFCCC)  nego- 
tiations on  emissions  mitigation.  "Common  but  differentiated  respon- 
sibilities and  respective  capabilities"  principle  lays  the  large  burden 
of  emissions  reductions  on  the  developed  countries  along  with  tlie 
burden  of  funding  deviation  from  business  as  usual  for  developing 
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,  countries.  The  principle  also  implies  the  need  for  participation  from  all 

1  countries  in  addressing  climate  change. 

Nevertheless,  there  are  several  main  barriers  facing  UNFCCC 
negotiations.  First,  developed  coimtries  remain  less  ambitious  to  set 
mid-term  GHG  reduction  targets.  Second,  most  developing  countries 
have  not  yet  established  financing  options  and  its  mechanism  to  tackle 

<  climate  change.  Third,  developing  countries  do  not  seriously  consider 
the  emissions  reduction  as  part  of  coherent  global  actions.  The  debate 

I  on  this  barrier  centres  around  developing  world  commitments  to  a  de- 
viation from  business  as  usual  scenario.  Fourth,  there  is  no  agreement 

'  on  the  basic  terms  for  the  measurement,  reporting  and  verification 
(MRV)  of  coimtries'  actions  and  support  including  its  required  institu- 
tion, system  and  its  coverage;  and,  the  gap  between  countries  is  still 
very  large. 

A  breakthrough  could  be  a  clear  statement  from  key  developed 
coimtries  regarding  their  commitment  for  emissions  reduction  to  sup- 
port capacity  building,  financial  and  technology  transfer  for  the  ac- 
tions by  developing  countries.  This  should  to  be  followed  with  state- 
ments from  key  developing  countries  that  they  will  deviate  from  2020 
business  as  usual  scenario,  provided  that  funding  is  made  available. 
Significant  pledges  backed  up  with  credible  plans  for  implementation 
would  allow  developed  countries  to  better  forward  plan  the  necessary 
financing  and  assistance  needed.  There  have  been  signs  that  a  few  key 
developing  countries  (including  Indonesia)  are  starting  to  make  state- 
ment regarding  their  own  domestic  action  that  would  deviate  from 
their  Business  as  Usual  (BAU)  scenario. 

SETTING  EMISSIONS  REDUCTIONS  TARGET:  GLOBAL  INTE- 
GRATED PROCESS 

Setting  global  and  then  national  emissions  reductions  target  is  not 
as  straightforward  as  it  sounds.  Emissions  reduction  target  should  be 
on  the  basis  of  equity  and  the  principle  of  common  but  differentiated 
responsibilities  and  respective  capabilities.  The  targets  should  also  be 
in  line  with  specific  needs  of  developing  countries,  taking  a  precau- 
tionary approach,  the  right  for  sustainable  development  and  economic 
f  growth  as  well  as  enabled  and  supported  by  finance  and  technology. 
Furthermore,  the  developed  countries  parties  must  demonstrate  their 
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role  in  leading  ambitious  quantified  emission  reduction  commitment. 

Long  term  emission  reduction  goal  should  be  ambitious,  scientifi- 
cally based,  and  cost  effective.  However,  lag  of  full  scientific  certainty 
should  not  be  used  as  a  reason  for  postponing  the  associated  measures. 
Therefore,  a  base  year  and  emission  reduction  pathway,  which  links  a 
clear  mid-term  target  and  long-term  target,  must  be  established. 

Figure  1:  Global  Integrated  Process 


IHSig-term  global  goal  forWiil^^li^^Pi^j^SP^^^Pl^^ 


C.  GHG  stabilization  level 


D.  Mid-term  &  Long-tei  m  goals 


E.  The  scale  of  emission  reduction  to  be  achieved  by  Al  &  NAl  in 
aggregate 


F.  Emission  reduction  allocated  to  each  of  Al  &  NAl  countries 


G.  fVleasurable,  reportable  and  verifiable  nationally  appropriate 
mitigation  commitments  or  actions  by  all  developed  country 
Parties 


H.  Nationally  appropriate  mitigation  actions  by  developing 
country  Parties  in  the  context  of  sustainable  development, 
supported  and  enabled  by  technology,  financing  and 
capacity-building  in  a  measurable,  reportable  and 
verifiable  (MRV)  manner 


The  agreement  on  the  global  emission  reduction  should  be  based 
on  the  planning  and  systematic  flow  of  works  that  will  lead  to  a  global 
mitigation  effort  as  depicted  in  Figure  1.  It  starts  from  the  ultimate  ob- 
jective and  end  with  the  agreement  on  measurable,  reportable  and  veri- 
fiable nationally  appropriate  mitigation  commitments  and  actions  by 
all  developed  country  Parties,  and  nationally  appropriate  mitigation 
actions  by  developing  country  parties  in  measurable,  reportable  and 
verifiable  (MRV)  manner. 

There  are  three  processes  to  agree  on  a  target,  namely:  (1)  partici- 
pahng  countries  make  proposal  for  individual  reduction  on  a  bottom- 
up  basis.  This  approach  has  the  risk  that  proposed  reduction  may  not 
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be  adequate  to  lead  to  the  desired  stabilization  levels;  (2)  a  common 
I  formula  can  be  agreed  upon  determining  the  emission  targets  (this 
irule  can  lead  to  reduction  percentage  for  each  individual  country); 
,  and,  (3)  an  overall  target  can  be  given  to  a  group  of  countries,  with 
I  the  group  deciding  internally  on  how  to  share  the  target  amongst  the 
]  participant. 

One  important  issue  raised  is  "historical  responsibility".  This  con- 
(  cept  has  been  proposed  strongly  by  China  and  India.  In  the  legal  text  of 
'  the  Convention,  there  is  actually  no  reference  to  historical  responsibil- 
i  ity  stipulated  in  the  Convention.  It  is  only  addressed  in  the  Preamble 
I  of  the  Convention  as  "Noting  that  the  largest  share  of  historical  and  cur- 
rent global  emissions  ofGHG  has  originated  in  developed  countries, ..." .  This 
:  shows  that  there  are  no  legally  binding  actions  that  need  to  be  taken 
by  the  parties  based  on  their  past  emissions.  This  has  implied  that  the 
•  developed  coimtries  should  take  the  lead. 

Furthermore,  this  proposed  approach  requires  the  collection  and 
.  analysis  of  significant  amounts  of  hard  to  get  data  such  as:  (1)  gases  and 
sectors  chosen;  (2)  the  starting  year  of  cotmting  historical  cumulative 
■  emissions;  (3)  the  end  date  of  analysis;  (4)  the  representation  of  atmo- 
spheric chemistry  in  the  model;  and  (5)  the  associated  data  availability 
including  the  required  institutional  capacity  in  each  country  that  are 

Figure  2:  China's  CO^  Emissions  Excluding  Land  Use  Change 
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critical  and  face  high  uncertainty.  The  absence  of  these  data  will  limit 
the  practical  applicability  of  this  concept.  Therefore,  it  continues  to  be 
debatable  whether  this  concept  can  be  a  useful  criterion  to  inform  the 
negotiations  of  mitigation  commitments.  In  fact,  the  inclusion  of  this 
historical  approach  could  hamper  the  achievement  of  any  agreement 
(as  shown  in  Copenhagen). 

Figure  3:  India's        Emissions  Excluding  Land  Use  Change 
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Indonesia's  position  on  this  issue  should  include  consideration 
that  China  and  India  (similar  situation  with  South  Africa  and  Brazil) 
have  carbon  emissions  that  increase  exponentially  to  support  their 
rapid  development  (Figure  2  and  3).  Therefore  it  is  in  their  interest  to 
secure  this  condition  in  these  coming  years.  This  objective  could  be 
accomodated  if  the  agreement  achieved  in  the  UNFCCC  still  permits 
them  to  increase  exponentially  their  carbon  emissions  as  is  or  if  there 
is  no  agreement  achieved  in  the  UNFCCC  regarding  the  mitigation  ac- 
tions. Both  these  options  could  be  achieved  with  the  simple  request 
for  the  inclusion  of  historical  approach.  The  question  that  arises  for 
us  is  whether  we  do  have  the  same  interest.  The  next  question  is:  Will 
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(we  receive  similar  support  when  our  development  increase  rapidly  in 
Ithe  future  if  China  and  India  have  reached  the  stage  where  their  car- 
ibou emissions  do  not  increase  as  sharply  or  start  to  decrease  or  if  they 
:  change  their  policy  because  of  their  national  interest? 

[MEETING  THE  TARGET 

Supposing  that  emissions  reduction  targets  for  countries  are  set, 
developed  and  developing  coimtries  will  be  subject  to  different  ele- 
ments of  compliance.  In  the  Bali  Action  Plan,  the  mitigation  effort  of 
developed  cotmtry  Parties  is  in  the  form  of  measurable,  reportable  and 
verifiable  (MRV)  nationally  appropriate  mitigation  commitments  or 
actions  as  Quantified  Emission  Reduction  Commitments  (QERC)  or 
actions,  and  they  should  be  imdertaken  mostly  in  domestic  actions  as 
depicted  by  Figure  4.  This  could  be  supported  by  offset  from  develop- 
ing countries  through  the  carbon  market.  The  agreed  QERC  by  devel- 
oped country  Parties  have  to  be  reported,  registered  and  verified  by  a 
Proposed  Executive  Body  on  MRV. 

The  mitigation  action  in  Nationally  Appropriate  Mitigation  Ac- 
tions (NAMA)  undertaken  by  developing  country  parties  is  in  the 
form  of  agreed  allocation  as  deviation  from  BAU  in  the  context  of  its 
sustainable  development;  and  it  is  supported  and  enabled  by  technol- 
ogy, financing  and  capacity-building  by  developed  country  Parties  un- 
der the  Convention  (Figure  5).  For  recognition  then,  the  agreed  BAU 
and  the  agreed  allocation  deviation  from  the  baseline  of  developing 

Figure  4:  Developed  Country  Parties  Emission 
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country  parties  should  also  be  reported,  registered  and  verified  by  the 
Proposed  Executive  Body  on  MRV. 

Figure  5:  Developing  Country  Parties  Emission 

G  Ion  C02-eq 


 : 

<= 

Agreed  Alkacation 
Deviation  from  BAU  in  the 
form  of  Natiorvalty 
Appropriate  Mrtigafion 

Actions  fNAhMsl 

Actions  generating  credit  Maricet 
and  Non  Market  that  can  be  used 
as  an  offset  by  Developed  Country 

Parties 

f  1  

•   No  ofliset  fcannfat  be  used  as  an  offset  by  developed 

counfry  Parties) 
■   Type  of  Rnancing  : 
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Self  Rnancing 

The  QERC  of  the  developed  country  parties  cannot  use  carbon 
emission  reduction  from  the  developing  country  parties'  scheme  as  an 
offset,  namely  the  agreed  aUocation  deviation  from  baseline  (BAU),  to 
fulfiU  the  QERC  of  developed  country  parties.  However,  the  additional 
emission  reduction  (outside  the  agreed  aUocation  deviation  from  BAU) 
undertaken  by  developing  country  parties  can  be  used  as  an  offset  b}' 
developed  countries  parties  to  fulfill  their  emission  reductions  com- 
mitment through  the  carbon  market  or  non  market  instruments. 

To  guarantee  the  achievement  of  long-term  global  goal  for  emis- 
sion reductions  successfully,  the  establishment  of  a  compliance  sys- 
tem is  required  and  which  is  supported  by  reliable  information  of  the 
agreed  BASELINE  and  BAU  of  the  parties.  This  information  with  tlie 
quantified  emission  reduction  commitments  and  the  agreed  allocation 
deviation  from  the  BAU  should  also  be  measurable,  reportable  and 
verifiable  for  recognition.  This  will  be  the  base  for  the  verification  and 
recognition  of  the  actions  undertaken  by  the  parties  of  their  agreed 
emission  reduction.. 
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Considering  the  large  scope  of  this  proposed  MRV  institution,  it  is 
preferable  that  this  Proposed  Executive  Body  on  MRV  shall  be  estab- 
lished as  a  subsidiary  body  of  the  Convention  in  accordance  with  Ar- 
ticle 7.2  (i)  to  enable  implementation  of  the  Convention,  and  on  regular 
basis  report  its  work  results  to  the  COR  The  agreed  Baseline  and  QERC 
by  developed  country  and  the  agreed  BAU  and  the  agreed  allocation 
deviation  from  the  BAU  of  developing  coxmtry  parties  should  be  re- 
ported registered  and  verified  by  the  Executive  Body  on  MRV  (Figure 
6  and  7).  The  crediting  mecharusm  for  NAMAs  imdertaken  by  all  par- 
ties need  to  be  established  including  the  requirement  of  the  associated 
methodologies  to  measure  and  verify  the  generation  of  NAMAs.  The 
mechanism  shall  be  subject  to  the  authority  and  guidance  of  the  COP 
to  the  Convention  and  be  supervised  by  a  competent  body  that  shall  be 
constituted  by  the  COP  serving  as  the  meeting  of  the  parties  to  the  Ad 
Hoc  Working  Group  KPrEigure  8  shows  NAMAs  of  developed  country 
parties. 


Figure  6:  Baseline  and  QERC  of  Developed  Country  Parties 
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Figure  7:  Agreed  BAU  and  Allocation  Deviation  from  BAU  of  De- 
veloping Country  Parties 
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Figure  8:  NAMAs  of  Developed  Country  Parties 
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NAMAs  of  developing  country  parties  could  be  undertaken  by 
developing  country  parties  through:  (1)  supported  and  enabled  by 
technology,  financing  and  capacity-building  provided  by  developed 
country  Parties  or  (2)  it  could  be  undertaken  by  self  financing  (Figure 
9  and  10). 

Figure  9:  NAMAs  of  Developing  Country  Parties  with  Supported 
and  Enabled  Technology,  Financing  and  Capacity-Build- 
ing Provided  by  Developed  Country  Parties 


Technology,  Financing  and 
Capacity  Building  provided  by 
Developed  Country  Parties 


EB  on  MRV 


I 


NAMAs 


Figure  10:NAMAs  of  Developing  Country  Parties  through  Self  Fi- 
nancing 
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What  should  be  carefully  noted  here  is  the  big  difference  between 
the  mitigation  efforts  in  developed  and  developing  countries.  In  the 
developed  countries  the  mitigation  is  in  the  form  a  commitment, 
which  means  that  they  have  to  conduct  the  mitigations,  while  in  the 
developing  coimtries  the  mitigation  is  conducted  as  actions  that  are 
conditional  upon  the  availability  of  financial  (in  form  of  the  agreed 
fuU  incremental  costs)  and  technology  support  as  well  as  capacity- 
building,  in  a  measurable,  reportable  and  verifiable  manner. 

SECTORAL  APPROACH,  FUNDING,  AND  CARBON  MARKET 

^'  For  the  mitigation  building  block  the  Bah  Action  Plan  also  includes 
as  one  option  the  "cooperative  sectoral  approaches  and  sector-specific 
actions"  as  a  means  of  establishing  an  analytical  foundation  for  com- 
mitments to  enhance  implementation  of  Article  4,  paragraph  1(c)  of 
the  Convention.  However,  this  approach  should  take  into  account  the 
existing  social,  economic  condition  and  other  relevant  factors  at  the 
national  level.  Furthermore,  it  is  hoped  that  it  will  also  strengthen  the 
cooperation  not  only  on  the  technological  aspect  but  also  on  the  finan- 
cial aspect  between  parties.  In  this  way,  the  sectoral  approach  could 
contribute  to  the  evolution  of  standard  instruments  to  support  a  robust 
and  reliable  international  carbon  market  and  non  market. 

If  the  funding  available  under  the  financial  mechanism  of  the 
Convention  at  its  current  level  and  continues  to  rely  mainly  on  volun- 
tary contribution,  it  will  not  be  sufficient  to  address  the  future  financial 
flows  estimated  to  be  needed  for  mitigation  and  adaptation.  The  funds 
established  and  pledged  within  the  climate  regime  are  weU  below  USD 
1  billion  a  year.  In  contrast,  according  to  the  Stem  Review  (Stem,  2007), 
the  incremental  costs  of  low  carbon  investments  in  developing  coun- 
tries are  likely  to  be  at  least  USD  20-30  billion  a  year.  The  UNFCCC 
(2007)  puts  the  investment  estimates  for  climate  change  adaptation 
and  mitigation  in  developing  countries  in  the  range  of  USD  100  bil- 
lion a  year.  Therefore,  the  funds  currently  available  within  the  climate 
regime  only  amount  to  less  than  one  percent  of  the  anticipated  needs 
from  developing  countries.  Several  other  options  have  been  suggest- 
ed. Some  of  these  options,  such  as  the  expansion  of  the  carbon  market 
and  the  auction  of  allowances  for  emissions,  could  generate  revenues 
commensurate  with  the  additional  needs. 
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Carbon  markets  offer  the  potential  for  some  coast-effective  means 
to  reduce  emission.  If  designed  well,  they  can  mobilize  additional  pri- 
vate finance.  However,  practical  experiences  show  the  need  for  strin- 
gent safeguards  and  the  need  to  tailor  carbon  market  instrimients  so 
they  will  provide  high  quality  and  targeted  finance  to  low  carbon  de- 
velopment schemes  in  developing  countries.  Therefore,  a  basic  require- 
ment of  the  application  of  carbon  market  is  an  assessment  on  market 
viability  including  its  predictive  carbon  value.  The  global  predictable 
carbon  price  is  one  of  the  key  elements  which  can  be  rendered  by  global 
coherent  actions  in  the  trajectory  toward  long-term  stabilization  goal. 
It  is  important  to  maintain  the  carbon  value  at  appropriate  level  such 
that  the  emission  trading  through  carbon  market  can  be  continued  for 
the  transfer  of  clean  technology  including  its  associated  financial  flows 
to  ensure  that  developing  countries  grow  their  economies  in  sustain- 
able way. 

In  the  spirit  of  reaching  the  ultimate  objective  of  the  convention 
under  the  global  integrated  process,  the  Copenhagen  negotiations 
produced  an  agreement  (Copenhagen  Accord)  on  a  long-term  goal  of 
keeping  temperature  no  more  than  2"C,  staying  within  the  GHG  bud- 
get that  is  still  available.  The  next  round  of  negotiations  should:  (1) 
outline  a  corresponding  emission  reduction  pathway  until  mid  centu- 
ry with  the  immediate  priority  of  a  global  emissions  peak  before  2020; 
(2)  implement  principles  for  burden  sharing  on  mitigation  through 
measurable,  reportable  and  verifiable  mitigation  that  reflect  an  identi- 
fied set  of  principles  for  equity,  sustainable  development  rights  and 
opportunities,  ambition,  urgency  and  precaution  including  its  legal 
framework;  and,  (3)  determine  the  nature  and  level  of  new  mitigation 
and  adaptation  support  for  developing  countris. 
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FINANCIAL  SERVICES  TRADE  LIBERALISATION 

AND  ITS  EFFECT  ON 
ASEAN  MEMBER  COUNTRIES^ 

Indira  Hapsari 


INTRODUCTION 

Services  play  an  important  role  in  improving  overall  economic 
performance.  Based  on  statistics  from  the  World  Trade  Organisation 
(WTO),  trade  in  commercial  services  reached  USD  3,300  billion  in  2007, 
with  an  average  annual  growth  rate  of  8.5%  since  1980.  Growth  in  ser- 
vices trade  has  been  higher  than  that  in  goods,  which  grew  at  an  aver- 
age of  7.5%  per  year  during  the  same  period. 

The  WTO  has  incorporated  a  multilateral  service  agreement 
named  the  General  Agreement  on  Trade  in  Services  (GATS)  to  faciUtate 
and  regulate  liberalisation  in  the  world  services  trade  (see  WTO  1995). 
In  the  regional  context,  the  Association  of  South  East  Asian  Nations 
(ASEAN)  has  also  agreed  to  regulate  trade  in  services  as  a  region.  The 
ASEAN  Framework  Agreement  in  Services  (AFAS)  is  an  initiative  of 
ASEAN  members  designed  to  Uberalise  the  service  sector  in  the  region 
and  to  increase  the  mobility  of  service  supply  among  ASEAN  coun- 
tries. The  AFAS  agreement  was  initially  signed  on  15  December  1995 
by  ASEAN  Economic  Ministers  (AEM)  during  the  5"^  ASEAN  Summit 
m  Bangkok,  Thailand. 
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Liberalisation  in  the  service  sectors  is  believed  to  bring  benefits 
for  its  member  through  the  creation  of  efficiency  and  growth.  The 
gains  from  liberalising  services  trade  may  be  significantly  higher  than 
the  liberalisation  of  goods  trade.  Barriers  to  entry,  such  as  application 
of  licenses,  are  imposed  not  only  on  foreign  services  providers  but 
also  on  domestic  providers.  Removal  of  these  barriers  will  result  in  in- 
creased competition  between  foreign  and  domestic  suppliers.  This  will 
eventually  bring  about  a  larger  scale  of  services  trade  which  creates 
a  wider  scope  to  enhance  economic  growth.  However,  even  without 
an  increased  scale,  liberalisation  in  services  trade  still  has  a  positive 
effect.  This  is  due  to  the  fact  that  liberalisation  in  services  trade  will 
create  spill-over  benefits  through  the  movement  of  capital  and  labor, 
along  with  increased  productivity,  which  eventually  leads  to  higher 
economic  growth. 

In  this  case,  the  liberalization  in  services  trade  is  needed  to  en- 
hance economic  growth.  However,  the  nature  of  service  trade  and  mer- 
chandise trade  is  different.  This  is  due  to  the  characteristics  of  services 
trade  and  its  various  modes  of  supply.  According  to  Findlay,  Stephen- 
son and  Prieto  (2002),  services  are  both  intangible  and  non-storable, 
'demonstrate  capital  and  labor  mobility',  and  show  a  high  prevalence 
of  regulatory  intervention  to  counteract  market  failure.  There  is  lack  of 
data  in  services  compared  with  the  data  for  trade  in  goods.  Therefore, 
empirical  studies  using  services  trade  data  is  very  limited  relative  to 
studies  using  merchandise  trade  statistics. 

This  study  will  try  to  test  the  effects  of  liberalisation  In  services 
trade  in  ASEAN  coimtries  using  the  dynamic  analysis  following  the 
progress  of  the  AFAS  agreement.  It  is  expected  that  through  this  scheme, 
the  services  sector  will  become  more  integrated  as  member  coimtries 
open  their  service  sectors  to  other  member  coimtries.  In  this  study,  an 
openness  index  is  constructed  using  the  approach  similar  to  Mattoo, 
Rathindran  and  Subramanian  (2001)  that  allows  for  an  analysis  of  the 
liberalisation  in  services  trade  through  the  AFAS  scheme.  However, 
during  the  same  period,  the  GATS  scheme  also  came  into  force.  There- 
fore, the  effects  on  growth  can  be  caused  by  either  AFAS  or  GATS  or  a 
mixture  of  both.  The  limitation  in  this  study  is  to  separate  the  effect  of 
AFAS  and  GATS  so  as  to  isolate  the  effects  on  growth  resulting  solely 
from  AFAS.  AFAS  is  said  to  be  'GATS-plus',  which  means  that  AFAS 
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is  similar  to  GATS  except  in  some  chapters  where  AFAS  is  superior  to 
GATS  in  the  sense  of  providing  deeper  integration. 

MEASURING  SERVICE  TRADE  LIBERALISATION 

In  order  to  measure  the  impact  of  service  liberalization  on  growth, 
we  should  firstly  indentify  the  parameter  of  service  liberalisation. 
There  are  several  studies  attempting  to  measure  the  service  trade  libe- 
ralisation/restrictiveness  in  financial  sector.  Studies  on  the  relation- 
ship between  services  trade  liberalisation,  particularly  in  the  financial 
services,  and  economic  growth  mainly  used  the  financial  ratio  as  a 
measure  of  the  level  of  opermess.  However,  this  financial  ratio/indica- 
tor is  constructed  through  an  outcome  basis  rather  than  a  policy  basis. 
The  outcome  basis  in  measuring  the  openness  of  trade  in  goods  only 
captures  how  open  a  sector  is  to  its  foreign  supply  (i.e.:  import)  while 
the  policy  basis  in  the  services  trade  can  capture  not  only  the  policy 
towards  the  flow  of  foreign  factors,  but  also  policy  that  can  promote 
domestic  competition.  Therefore,  measures  of  openness  defined  on  a 
policy  basis  will  provide  better  illustration  on  how  trade  liberalisation 
through  government  policy  affects  economic  growth. 

The  trade  opermess  level  of  a  coimtry  could  be  measured  through 
the  trade  barrier  of  a  coxmtry.  The  higher  the  barrier  a  coimtry  applies, 
the  lower  degree  of  liberalisation  a  country  has,  indicating  a  lower  lev- 
el of  coimtry  openness.  McGuire  (2000)  summarizes  several  attempts 
to  measure  services  trade  barriers.  In  general,  two  methods  of  measur- 
ing the  trade  service  restriction  are  conducted: 

1.  Measuring  the  level  of  restrictions  in  services:  quantifying  the 
restriction  through  qualitative  documents. 

2.  Measuring  the  effect  of  restrictions  on  price-cost  margins  of 
services  suppliers:  after  measuring  the  level  of  restrictions, 
one  then  calculates  the  effect  to  the  price-cost  margin  of  ser- 
vice suppliers. 
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Table  1,   Studies  on  Measuring  Trade  Service  Restrictiveness  in  Fi- 
nancial Sector 


Sector 

Measure  of  restriction 

Measures  of  the  effect 
of  restrictions 

Financial  Sector 

Hoekman  (1995)  ^^m, 

Hoekman  (1995) 

Mattoo  (1998) 

Francois   and  Hoek- 
man (1990) 

iVlariOO  ^^UU  i  ) 

All  insurance  and 
insurance  related 
services 

Hardin  and  Holmes  (1997) 

Claessens  and  Glaess- 
ner  (lyyo),  Mcguire  {lyyo), 

ivn_tiu.iit-  cuiLi       I U-titr  yiyyyj 

Mattoo  (1998) 

Banking  and 
other  financial 
services 

Hardin  and  Holmes  (1997) 

Kalirajan  (2000) 

Claessens  and  Glaess- 
nerT1998),  Mcguire  (1998), 
Mcguire  and  Schuele  (1999) 

Mattoo  (1998) 

McGuire  and  Schuele  (2000) 

Source:  McGuire  (2003) 


'  In  measuring  the  restrictions,  the  index  is  usually  taken  from  ser- 
vice trade  documents  such  as  service  schedules  from  GATS.  Similar 
restrictions  then  are  grouped  to  be  rarJced  based  on  their  level  of  re- 
strictiveness. The  rank  is  based  on  the  stringency  of  the  agreement. 
The  more  stringent  the  commitment,  the  higher  the  rank  a  country  has. 
The  rank  usually  ranges  from  0  to  1. 


Table  2.  An  Example  of  Calculating  an  Index 


Weight  for  type 
of  restriction 

Score  for  an  open- 
ness index 

Score  for  a  restric- 
tiveness index 

Restriction  on  bank- 
ing license 

0.25 

0.0 

1.0 

No  new  banking  li- 
censes available 

0.5 

0.5 

No  foreign  banking 
available 

1.0 

0.0 

Banking  licenses 
granted  subject  to 
meeting  prudential 
requirement 

Source:  McGuire  (2003) 
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The  above  table  is  an  example  of  an  openness  index  which  in  prin- 
ciple has  the  opposite  value  of  the  restrictiveness  index.  As  w^e  can  see, 
the  index  is  calculated  based  on  the  restriction  on  banking  licenses.  If 
there  is  no  new  banking  licenses  available,  then  the  index  is  0  for  open- 
ness, suggesting  that  the  sector  is  very  restricted.  This  restriction  is  non- 
discriminatory as  every  bank  (both  foreign  and  domestic)  is  restricted 
to  enter  the  sector.  Meanwhile,  if  there  are  banking  licenses  granted 
despite  the  requirements,  then  the  openness  index  is  1,  showing  that 
the  economy  is  relatively  open  compared  with  other  economies. 

The  weight  given  in  constructing  the  score  is  different  for  each 
mode  of  services.  This  weight  is  based  on  the  relative  importance  of 
the  service  mode  in  a  country.  For  example,  a  weight  given  on  the  com- 
mercial presence  of  a  banking  license  is  greater  than  a  weight  given  for 
a  movement  of  natural  person.  However,  the  relative  importance  of 
the  service  mode  is  based  on  the  judgment  of  the  researcher  doing  that 
study  on  service  trade  restrictions. 

Hoekman  (1995)  introduced  for  the  first  time  three  categories  of 
restrictions  based  on  GATS  commitments.  The  latter  is  a  positive-list 
commitment  where  sectors  offered  in  the  coiimiitments  are  those  lib- 
eralised, either  partially  or  fully  liberalised.  Any  sector  not  included  in 
the  commitment  is  interpreted  to  be  restricted.  A  commitment  that  is 
bound  has  the  score  1,  where  a  specific  commitment  has  the  score  0.5 
and  no  commitment  has  the  score  of  0.  The  higher  the  score  then  the 
more  open  the  economy  is.  The  more  sectors  are  included  in  GATS  also 
indicate  that  the  economy  is  also  more  liberal. 

However,  Hoekman  foimd  weaknesses  in  this  methodology  in 
1997.  First,  it  interprets  "no  commitments"  as  a  restriction  (due  to  the 
positive  list  approach  interpretation)  and  will  decrease  a  score  for  a 
country,  where  actually  no  commitment  could  have  meant  that  the 
country  simply  does  not  make  any  commitment  for  that  sector  or  tliat 
it  does  not  provide  that  specific  sector  in  the  country  Second,  it  ap- 
plied equal  weights  to  specific  commitments.  For  example,  a  limitation 
on  the  foreign  capital  by  49%  is  weighted  equally  to  foreign  investment 
that  takes  several  screening  processes  to  be  approved.  These  flaws  trig- 
gered other  studies  to  find  other  information  available  from  services 
agreements  and  documents  to  identify  the  best  measure  for  the  level  of 
restrictiveness  or  openness.  Several  skidies  attempt  to  measure  these 
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1  restrictiveness  (or  openness)  such  as  Claessens  and  Glaessner  (1998), 
IKalirajan  (2000),  Mattoo  et  al.  (2001),  McGuire  (1998),  McGuire  and 
;Schuele  (2000),  McGuire  et  al.  (2000)  and  Nguyen-Hong  (2000). 

One  of  the  studies  that  tried  to  revise  the  flaws  in  Hoekman's  ap- 
proach is  the  study  by  McGuire  and  Schuele  (2000)  by  quantifying  the 
restrictions  on  banking  services  based  on  several  documents  such  as: 
WTO  Trade  Policy  Reviews,  National  Trade  Estimate  Report  on  For- 
eign Trade  Barriers,  APEC  Individual  Action  Plans,  Common  List  of 
Barriers  to  Financial  Services  Trade,  information  from  the  IMF  on  In- 
donesia, Korea  and  Thailand,  and  Trade  Port  Website.  The  study  clas- 
sifies restrictions  based  in  two  ways:  whether  it  restricts  new  services 
establishments  or  ongoing  operations;  and  whether  it  is  discrimina- 
tory (restricts  foreign  services  only)  or  non-discriminatory  (both  for- 
eign and  domestic  services).  The  two  categories  of  restrictions  can  be 
illustrated  through  the  table  below: 

Table  3.   An  Example  of  Classifying  Trade  Restrictions  on  Banking 
Services 


Establishment 
Mode     of  Supply: 
Commercial  Presence 

Ongoing  operations 
Modes  of  supply:  cross-border, 
consumption  abroad  and  mpve- 
ment  of  persons  ^dtl^ 

Non-discriminatory 

The  number  of  banks 
is  restricted. 

Banks  are  restricted  in  the  manner 
in  wliich  they  can  raise  funds. 

Discriminatory 

The  number  of  foreign 
banks  is  restricted. 

Foreign  banks  are  restricted  in  the 
manner  in  which  they  can  raise 
funds 

Source:  McGuire  (2000) 


The  index  is  separated  into  two  types:  Domestic  and  Foreign 
index.  The  separation  of  the  index  is  aimed  to  see  whether  or  not  a 
country  applies  a  discriminatory  or  non-discriminatory  regulation. 
A  foreign  index  measures  restrictions  ori  foreign  services  for  entering 
and  establishing  operations  which  cover  both  discriminatory  and  non- 
discriminatory restrictions.  Meanwhile,  the  domestic  index  measures 
restrictions  applied  to  domestic  firms  and  covers  non-discriminatory 
restrictions.  As  an  illustration,  a  higher  score  is  given  to  the  foreign 
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index  relative  to  the  domestic  index  when  there  is  no  new^  foreign  bank 
Ucense  available.  The  difference  between  foreign  and  domestic  index 
measures  discrimination  against  foreign  banks. 

Figure  1.  An  illustration  of  the  Results  from  the  Trade  Restrictive- 
ness  Index 


Score 


Trade  restrictiveness  index 

The  reaSrictrveness      index  measures    the  numtier   and  severity    of  rratricSons 
on  trade  in  services    for  foreign   and  domestic    service   suppliers.    The  foreign 
and  dooiesiii:    indices    indtxte     restrictions     on  estab/ishwsnt      and  ongoing 
operaflons.      iridex  scores   generally    range  ftom  0  to  1.  The  higtier  the  score 
the  more  restrictive  an  economy. 


Foreign  index 

A  measure 

of 

nov 

(SscrimEnatory 

^d 

cfiscrimrtatory 

restrictions 

on 

foreign  service 

suppSera. 

The 

forepi  index 

indud^ 

ctomesfic  index. 

Discrimination  ~ 

A  measure    of  resections  that 

only  apply  to  fisreign  service 
suppliers. 


Ootnestic  index 

A        measure  of  noo- 

dcscrirT^'natory  restrictions  on 
all  service  siwliers. 


EoonoRiyX 


Source:  Mcguire  (2000) 


In  this  study,  using  data  from  38  countries,  it  was  found  that 
Brazil,  Chile,  hidia,  hidonesia,  Korea,  Malaysia,  The  Philippines  and 
Uruguay  are  the  most  restrictive  counh-ies  in  the  banking  sector.  Some 
of  these  countries,  comprising  BrazH,  India,  Indonesia,  Malaysia,  The 
PhiUppines  and  Thailand,  are  countries  with  the  highest  discrimina- 
tory regulations  for  foreign  banks.  The  difference  between  the  foreign 
index  and  domestic  index  is  the  highest  for  these  countries. 

THE  NATURE  OF  SERVICE  TRADE  OF  ASEAN-5  MEMBER 
COUNTRIES^ 

Looking  at  the  trend  in  ASEAN  and  ASEAN-5  countries  service 
exports,  the  trend  shows  an  increasingly  global  services  h-ade  for  ASE- 
AN and  each  of  the  ASEAN  5  coimtries.  hnports  of  services  of  ASEAN 
countries  are  significantly  higher  than  its  exports.  In  2008,  world  im- 


ASEAN-5  is  defined  as  Indonesia,  Malaysia  thi^  Pliilir,^.!^^^  o-  j  r,^   .,  , 

/  luiuybia,  tne  i  liilippmes,  Singapore  and  Thailand. 
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ports  of  services  for  ASEAN  were  USD  350  billion  while  the  export 
.was  USD  300  billion.  The  growth  for  imports  of  services  is  also  higher 
on  average  from  1990,  compared  with  its  growth  of  exports,  with  the 
highest  annual  growth  for  both  export  and  import  reached  in  2004  of 
;20%  and  32%,  respectively.  We  can  see  that  the  services  trade  for  ASE- 
AN coimtries  has  increased  significantly  for  the  last  17  years.  Hence, 
services  trade  has  proved  to  have  played  in  increasing  role  for  ASEAN 
coimtries. 

Figure  2.  ASEAN  and  ASEAN-5  Countries  of  World  Service  Exports 
and  Imports 


Imports 


01 


■ASEAN    ■   Indonesia    *   Malaysia    '>'.  Philippines  — r—Singapore  Thailand 


Exports 


o 


■  ASEAN       Indonesia  —^Malaysia— «»— Philippines  ——Singapore  Thailand 


Source:  WTO  Statistics  Database  on  Services 
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In  terms  of  economic  growth  (since  this  study  looks  at  the  effects 
of  trade  on  growth),  it  is  shown  that  Singapore  is  the  country  with 
the  highest  annual  GDP  growth  in  average,  followed  by  Malaysia  and 
the  Philippines  (Figure  3).  In  1998,  the  Asian  Financial  crisis  caused  a 
slump  in  ASEAN  countries'  economic  growth.  Indonesia  is  the  coun- 
try with  the  worst  economic  slump,  with  growth  rate  of  -13%,  and  in- 
flation of  nearly  60%. 

Figure  3.  ASEAN-5  Countries  Annual  GDP  Growth  (%) 


Annual  GDP  Growth  (%) 

15  


-15 


— ♦-IDN    -B-MYS   -^PHL  -Ar-S6P  THA 


Source:  World  Development  Indicators  Database 


PROGRESS  OF  AFAS  IN  THE  FINANCIAL  SECTOR  OF  THE  ASE- 
AN-5 MEMBER  COUNTRIES 

Indonesia 

In  general,  the  outcome  of  the  2"^^  round  of  negotiation  under  the 
ASEAN  Framework  Agreement  on  Financial  Services  was  that  coun- 
try members  made  no  substantial  commitments  relative  to  the  GATS 
framework. 

The  first  commitment  in  financial  sector  made  in  AFAS  for  Indo- 
nesia was  initially  introduced  in  the  2"<i  round  of  negotiation  (Table  4). 
In  this  round,  Indonesia  made  no  specific  commitment  in  the  financial 
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:  sector.  Instead,  only  the  general  commitment  in  banking  sector,  which 
explains  that  foreign  services  provider  should  be  in  the  joint  venture 
form,  with  foreign  capital  allowed  of  up  to  49%.  With  regard  to  the 
movement  of  natural  persons,  a  non-Indonesian  manager  or  techni- 
:  cal  expert  should  have  at  least  two  Indonesians  under  its  supervision 
during  the  term.  A  branch  office  of  foreign  bank  is  allowed  in  Jakarta, 
Surabaya,  Semarang,  Bandung,  Medan,  Ujimg  Pandang,  Denpasar,  and 
Batam  Island.  However,  there  are  GATS  plus  features  in  this  round,  as 
Indonesia  committed  to  eliminate  all  market  access  and  national  treat- 
ment limitations  by  2010,  instead  of  2020  in  the  GATS  cormnitment. 
It  also  allowed  ASEAN  cotmtries  to  open  branches  of  offices  in  three 
more  cities,  namely,  Padang,  Manado  and  Ambon. 

In  the  3""^  roimd  negotiation,  Indonesia  made  progress,  although 
not  a  significant  one,  with  some  general  commitment  in  the  banking 
sector,  such  as  permission  to  establish  or  acquire  locally  incorporated 
banks  for  foreign  bank  (in  cooperation  with  Indonesian  institution); 
permission  to  open  branches  in  other  capitals  of  all  provinces  in  In- 
donesia; and  increased  allowance  in  foreign  ownership  of  up  to  51%. 
General  entry  in  non-banking  institutions  was  also  introduced  in  this 
round,  such  as:  elimination  on  market  access  and  national  treatment 
limitations  on  non  banking  sectors  by  2020;  and  permission  of  foreign 
ownership  up  to  100%  listed  on  the  stock  exchange. 
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Table  4.  AFAS  Commitments  in  Financial  Sector  for  ASEAN-5 
Member 


1st  Round 


Indonesia 


Similar  to 
GATS  (Un- 
bound) 


Malaysia 


Similar  to 
GATS  (Un- 
bound) 


Pliilippines 


Similar 
to  GATS 
(Bound) 


Singapore 


Similar  to 
GATS  (Un- 
bound) 


Thailand 


Similar  to  GATS 
(Limited  to  new 
entry) 


2nd  Round 


Bound  only 
2  (two)  sub 
branches  and 
2  (two)  auxil- 
iary offices  for 
foreign  bank's 
branch  office. 


Limited  for- 
eign capital 
allowance  by 
30% 


Allowance  of 
foreign  barJcs 
to  establish  a 
maximum  of 
6  branches 


All  the  com- 
mitments in 
this  schedule 
are  subject 
to  horizontal 
commitments 
in  Singapore's 
GATS  Sched- 
ule of  Specific 
Coimrdtments 


None  for  repre- 
sentative offices. 
Market  access 
Umited  to  share 
acquisition  of  ex- 
isting companies 
only. 

Unboimd  for  new 
license 


3rd  Round 


Bound  only 
2  (two)  sub 
branches  and 
2  (two)  auxil- 
iary offices  for 
foreign  bank's 
branch  office. 
Limitation 
on  foreign 
ownership 
also  increase 
to  51% 


4th  Round 


Similar  to  the 
previous  com- 
mitments. 


Similar  to 
the  previous 
commitments 


Similar  to 
the  previous 
commitments. 


Similar  to 
the  previous 
commitments 


Similar  to  the 
previous  com- 
mitments. 


Removal  of 
quantitative  quota 
on  the  number  of 
foreign  personnel 
allowed  in  the 
banking  sector,  to 
become  effective 
one  year  after  the 
third  package  of 
commitments  on 
financial  services 
under  the  ASEAN 
Framework 
Agreement  on 
Services  comes 
into  force.  Ap- 
proval shall  be 
granted  based  on 
foreign  service 
providers'  busi- 
ness plans  and 
needs. 


Limited  for- 
eign capital 
allowance 
and  maxi- 
mum of  6 
branch  of  for- 
eign branch. 


No  new  full 
and  wholesale 
banks.  New 
foreign  banks 
can  only 
establish  as 
offshore  banks 
or  representa- 
tive office  and 
it  cannot  act  as 
agents. 


Similar  to  the 
previous  commit- 
ments. 
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5th  Round 

Similar  to  the 
previous  com- 
mitments. 

Similar  to 
the  previous 
commitments. 

Similar  to 
the  previous 
cotrunitments. 

Similar  to  the 
previous  com- 
mitments. 

Maximum  of 
foreign  equity  up 
to  100%  of  paid 
up  capital.  No 
restriction  for 
representative 
office.  No  restric- 
tion on  number  of 
branches. 

6th  Round 

Similar  to  the 
previous  com- 
mitments. 

Unbound 

Similar  to  the 
previous  com- 
mitments. 

Similar  to  the 
previous  conunit- 
ments. 

Source:  Author's  own  compilation  from  AFAS  Docxunent 


Malaysia 

Similar  to  Indonesia,  Malaysia  made  no  commitments  in  jfinan- 
cial  services  in  the  1^'  round  of  negotiation  of  AFAS.  The  commitment 
was  made  initially  in  liie  I"'*  round  negotiation.  In  this  roimd,  hori- 
zontal commitment  was  made  for  direct  insurance  service  providers 
with  respect  to  market  access  in  mode  4,  which  is  imboimd,  except  for 
two  senior  managers  for  foreign  or  locally  acquired  direct  insurance 
companies  in  which  its  foreign  ownership  is  up  to  50%.  For  the  sector- 
specific  commitment,  Malaysia  made  commitments  on  the  advisory, 
intermediation  and  other  financial  services,  including  credit  reference 
and  analysis,  investment  advice  on  acquisitions,  corporate  restructur- 
ing and  strategy.  It  specified  commitment  in  the  mode  4  where  entry 
of  foreign  specialists  or  experts  is  limited  to  one  person,  and  is  limited 
for  the  period  of  five  years.  For  operational  headquarters  for  financial 
sector  (providing  services  to  commercial  and  investment  banking  insti- 
tutions) and  direct  insurance  (life  and  non-life)  services,  only  one  spe- 
cialist is  allowed  to  fill  the  top  position,  and  entry  is  also  limited  for  five 
years,  although  renewable.  In  the  banking  sector,  Malaysia  offered  a 
commitment  where  foreign  ownership  is  allowed  up  to  30%  (Table  4). 

In  the  3'^''  roimd  negotiation  of  AFAS,  Malaysia  made  further  gen- 
eral commitment  in  the  financial  sector  regarding  direct  insurance 
companies,  while  for  banking  services,  there  was  no  new  commitment 
made  (Table  4).  Mode  4  for  both  market  access  and  national  treatment 
in  direct  insurance  companies  were  unbound,  except  for  five  special- 
\_  ists  who  are  permitted  for  institutions  that  are  locally  incorporated  and 
owned  or  controlled  by  persons  of  Member  States,  for  the  information 
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technology  services,  actuarial  services  and  underwriting  specialised 
case  of  business.  The  GATS  plus  feature  in  this  commitment  is  that  for 
services  on  advisory,  intermediation  and  auxiliary  financial  services,  it 
allows  foreign  nationals  up  to  three  persons.  Since  the  3'^''  round  nego- 
tiation, Malaysia  never  commits  any  significant  progress  in  the  finan- 
cial sector.  Only  in  the  6*  round  negotiation,  the  mode  3  for  banking 
sector  became  unboimd. 

Philippines 

In  general,  compared  with  the  other  ASEAN-5  countries,  the  Phil- 
ippines has  the  most  detailed  and  ordered  services  commitments.  It  has 
commitments  explained  for  each  mode  of  supply  and  for  each  specific 
sector.  The  Philippines  also  introduced  commitinents  in  the  financial 
sector  initially  on  the  2"^  round  of  negotiation  of  AFAS.  In  this  round 
of  negotiations,  sectors  included  in  the  commitments  comprised  of:  ac- 
ceptance of  deposits  and  other  repayable  funds  from  the  public;  lend- 
ing of  all  types;  all  payment  and  money  ti-ansmission  services;  guaran- 
tees and  commitments;  trading  for  own  or  customers  account;  money 
market  insti-uments;  foreign  exchange;  derivative  products;  exchange 
rate  and  interest  rate  insti-uments;  and  asset  management.  For  these 
sectors,  cross-border  supply  is  allowed  through  commercial  presence. 
Consumption  abroad  is  also  allowed  with  no  resti-ictions,  while  com- 
mercial presence  is  allowed  with  some  limitations  in  the  form  of  pres- 
ence and  scope  of  operations.  Presence  of  natiiral  persons  is  permit- 
ted to  the  extent  tiiat  foreign  citizens  employed  as  officers  or  assigned 
should  be  accompanied  with  two  local  replacements. 

In  the  subsequent  round  of  negotiations,  Philippines  made  prog- 
ress by  committing  a  horizontal  schedule  in  the  insurance  subsector 
for  commercial  presence  and  movement  of  natiiral  persons.  In  terms 
of  commercial  presence,  limitations  on  market  access  did  not  apply  to 
existmg  wholly  or  majority  foreign  owned  autiiorized  insurance/rein- 
surance companies.  Regarding  the  foreign  capital  allowance,  it  allows 
foreign  company  to  invest  or  acquire  local  share  up  to  60%.  Finally 
for  msurance  services,  no  restrictions  apply  for  any  of  the  modes  of 
supply  Particularly  for  the  banking  sector,  there  is  permission  to  open 
up  foreign  branches  up  to  six,  in  which  this  commihnent  has  been  the 
GATS  plus  feature  in  the  financial  service  (Table  4). 
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Singapore 

In  the  2""^  round  negotiation,  Singapore  made  sector  specific-com- 
imitments  in  financial  services  for  lending  of  all  types  including  con- 
:SUTner  credit,  mortgage  credit,  factoring  and  financing  of  commercial 
I  transactions.  Commitments  in  the  banking  sector  are  following  the 
I  GATS  and  annex  on  Financial  Services  (Table  4)  where  all  restrictions 
i  in  this  sector  are  subject  to  domestic  laws,  rules  and  regulations  of  the 
'Monetary  Authority  Singapore  (MAS).  There  are  different  commit- 
!  ments  offered  for  commercial  presence  in  regards  to  market  access  and 
national  treatment.  For  market  access,  commercial  presence  is  permit- 
ted with  approval  from  MAS  for  loans  services  to  non-residents,  and 
I  credit  and  charge  cards.  For  national  treatment,  commercial  presence 
is  also  permitted  with  conditions  that  offshore  banks  cannot  lend  more 
that  $300  million  Singapore  dollars  to  residents.  This  has  been  the 
GATS  plus  feature  because  in  GATS,  Singapore  commits  only  up  to 
SGD  200  million.  Singapore  included  more  sectors  in  the  subsequent 
round,  which  comprises:  insurance  (both  life  and  non-life)  services, 
and  insurance  intermediations.  Commercial  presence  is  allowed  for 
the  first  two  sectors,  with  foreign  equity  up  to  49%  in  a  locally-owned 
insurance  company.  However,  for  new  insurance  licenses  and  new  es- 
tablishments, this  mode  is  imboimd.  There  are  no  restrictions  for  mar- 
ket access  and  national  treatments  for  insurance  intermediations.  In 
the  banking  sector,  new  commitments  were  offered  in  the  4*  roimd 
negotiation  where  it  did  not  allow  for  new  fuU  and  wholesale  banks 
(Table  4).  New  foreign  banks  can  only  establish  as  offshore  banks  or 
representative  offices.  However,  there  is  no  new  commitment  in  this 
sector  ever  since. 

Thailand 

Thailand  initially  introduced  its  commitments  in  AFAS  at  the  2""^ 
round  negotiation.  In  this  round  of  negotiations,  Thailand  made  sec- 
tor specific  commitments  in  securities  and  asset  management.  There 
are  commercial  presence  restrictions  in  both  sectors,  and  market  ac- 
cess is  limited  to  share  acquisitions  of  existing  companies  only,  and  is 
unbounded  for  new  licenses.  Foreign  capital  is  allowed  up  to  100%  of 
)  paid-up  capital,  with  further  restrictions  applying  according  to  whe- 
ther companies  have  foreign  equity  participation  of  less  than,  more 
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than,  or  equal  to  50%.  In  the  banking  sector,  new  banking  licence  is 
unbound  and  market  access  is  limited  to  share  acquisition  of  existing 
companies  only  (Table  4). 

Thailand  made  progress  by  committing  more  sectors  in  AFAS, 
mostly  for  insurance  services,  including  life  and  non-life  insurance, 
auxiliary  insurance,  insurance  consultancy,  average  and  lost  adjust- 
ment services,  and  actuarial  services.  In  terms  of  commercial  presence, 
particularly  for  life  and  non-life  insurance  access,  foreign  equity  par- 
ticipation is  permitted  up  to  25%  of  registered  share  capital.  However, 
in  banking  services,  Thailand  has  made  no  commitment  in  AFAS  ex- 
cept for  the  removal  on  quantitative  quota  on  the  number  of  foreign 
persoimel  allowed  that  became  effective  one  year  after  the  third  pack- 
age of  AFAS  came  into  force  (Table  4).  In  the  5*  round  negotiation, 
Thailand  finally  offered  maximum  of  foreign  equity  up  to  100%  of  paid 
up  capital.  It  also  offered  no  restriction  for  representative  offices  and 
number  of  branches. 

TESTING  THE  RELATIONSHIP  USING  THE  ALMON  DISTRIB- 
UTED LAG  MODEL  (ADL) 

In  this  research,  a  model  is  developed  based  on  the  approach  simi- 
lar to  Matoo,  Rathindran  and  Subramaninan  (2001)  with  some  adjust- 
ment based  on  the  objective  of  this  study.  The  model  is: 

=a  +bXj  +a,Z,j  +a,Z,j  +a^Z^j  +Uj 

where  G,,  is  the  annual  growth  rate  of  per  capita  GNP  for  the  period 
1990-2007  for  country;  and  time  t;  X,,  is  government  consumption  (as 
a  share  of  GDP),  investments,  inflation  rate,  tariff  barriers,  dummy  for 
the  Asian  financial  crisis,  index  of  political  stability,  index  of  regulatory 
quaUty  and  school  enrolment  ratio.  In  this  research,  we  used  the  Z.,  as 
a  constructed  variable  represents  the  openness  index  of  the  services 
liberalisation  that  a  country  has  employed. 

Similar  to  Mattoo  et.  al.  (2001),  we  sourced  the  data  from  WDI  of 
the  World  Bank  for  annual  growth  rates  of  per  capita  GNP,  govern- 
ment consumption  (as  a  share  of  GDP),  investment,  inflation  rate,  and 
school  enrolment  ratio.  The  crisis  dummy  is  included  to  capture  the 
1997  Asian  financial  crisis.  Tariff  data  were  taken  from  the  United  Na- 


=  Financial  Services  Trade  Liberalization  and  its  Effect  on  ASEAN  Member  Countries 


69 


:tion  Conference  in  Trade  (UNCTAD)  database  while  the  index  of  po- 
litical stability  and  regulatory  quality  were  taken  from  World  Resource 
llnstihite  (WRI). 

In  measuring  the  financial  services  liberalisation,  we  construct  an 
i  index  adapted  from  Matoo,  et  al.  (2001).  This  index  captures  two  im- 
[  portant  elements  that  distinguish  the  benefit  from  liberalising  service 
trade  from  goods  liberalisation,  namely  the  degree  of  competition  and 
foreign  ownership  permission.  Moreover,  Mattoo  et.al.  (2001)  added 
a  third  element  called  the  cross-border  trade  to  replace  the  quality  of 
financial  regulation  due  to  data  limitation  in  obtaining  the  quality  of 
financial  regulation. 

||  The  index  will  be  in  the  form  of  ranking,  from  1  to  8,  showing  1  is 
equal  to  most  restrictive  and  8  is  the  most  liberal  financial  sector.  This 
index  represents  a  combination  of  exogenous  policy  elements,  rather 
than  ex-post  elements  such  as  ratio  of  value  of  financial  services  trade 
to  GDP  (Mattoo  et.al.  2001). 

In  this  study,  we  used  the  ADL  Model,  instead  of  the  OLS  model 
used  by  Mattoo  et.al.  (2001).  The  reason  for  using  this  model  is  based 
on  two  considerations: 

1.  The  effect  of  liberalisation  on  growth  does  not  take  place  im- 
mediately. The  notion  behind  this  consideration  is  that  when 

u  liberalisation  takes  place,  the  factor  input  flow  in  the  coimtry 

^  brings  new  technology  and  labour  skiU  to  the  domestic  pro- 

ducer which  can  result  in  a  more  efficient  production  techno- 
logy that  then  leads  to  economic  growth.  However,  as  argued 
by  Baldwin  (2004),  this  requires  a  'learning  process'  by  the 
firm  to  adopt  that  new  technology  and  skilled  labour.  There- 
fore, we  should  allow  several  lag-periods  for  liberalisation  to 
take  effect. 

2.  The  effect  of  liberalisation  is  quite  significant  in  the  initial  pe- 
riod of  liberalisation,  although  it  declines  as  the  lag  lengthens. 
It  is  argued  that  when  liberalisation  initially  came  into  force,  it 
attracts  capital  and  other  input  factors  to  the  coimtry.  Howe- 
ver, as  the  years  go  by,  the  effect  diminishes  due  to  the  fact  that 
the  country  is  now  developed  and  experiences  lower  growth. 
This  is  supported  by  Mattoo's  (2001)  finding  where  develop- 
ing countries,  in  their  initial  phase  of  liberalisation,  have  high- 
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er  effect  on  growth  than  developed  countries  (with  relatively 
more  liberal  economies  in  nature). 

RESULTS  OF  THE  MEASUREMENT 

The  results  in  the  estimation  show  that,  in  general,  liberalisation 
in  the  services  sector  through  the  AFAS  scheme  has  a  significant  effect 
on  economic  growth  of  country  members.  Growth  control  variables, 
such  as  government  consumption,  inflation,  and  investment,  are  also 
effective  in  affecting  growth,  while  education  has  no  significant  effect 
on  growth.  Other  variables  such  as  the  Asian  crisis  dummy,  index  of 
political  stability  and  tariff  rate  appear  to  be  significant,  while  index  of 
regulatory  quality  appears  to  be  insignificant. 

The  effect  of  services  trade  liberalisation  is  firstly  diminishing,  but 
as  the  lag  lengthens,  it  increases  slowly  A  coimtry  that  liberalises  its 
market  structure  and  experiences  an  increase  in  its  openness  index  by 
1  unit,  will  increase  its  growth  by  0.2%,  three  years  after  the  Hberalisa- 
tion.  The  assumption  behind  this  result  is  that  when  a  country  opens 
its  services  trade,  the  initial  effect  of  liberalisation  will  cause  domestic 
services  provider  to  compete  with  the  foreign  providers.  For  develop- 
ing countries,  this  might  cause  domestic  providers  to  lose  its  market 
initially  But  as  liberaUsation  brings  the  so-called  spiU-over  effect  to 
developing  countries  Uke  ASEAN,  the  later  effect  of  Uberalisation  will 
increase  growth.  This  view  is  supported  by  the  arguments  of  Bekaert, 
Harvey  and  Lundblad  (2005)  that  countries  experiencing  an  increase 
in  its  financial  development  in  terms  of  'better  legal  systems,  good  in- 
stitutions, favourable  conditions  for  foreign  investment,  and  investor 
protection'  will  generate  greater  growth  effects. 

It  should  be  noted,  however,  that  the  liberalisation  of  services 
trade  for  ASEAN  countries  takes  place  under  two  schemes:  the  AFAS 
and  the  GATS  scheme.  AFAS  and  GATS  came  into  force  almost  at  the 
same  years  with  GATS  in  1995  and  AFAS  two  years  later.  The  open- 
ness mdex  representing  the  liberalisation  here  is  constructed  using 
the  AFAS  commitment,  which  is  mostly  similar  to  GATS.  Therefore 
there  is  the  probability  that  the  liberalisation  is  caused  by  GATS  rather 
than  by  AFAS.  Isolating  the  effect  of  liberalisation  only  through  AFAS 
(without  GATS  effect)  is  difficult  since  commitments  made  in  AFAS  are 
generally  similar  to  GATS.  Therefore,  we  should  analyze  further  from 
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I  the  schedule  of  commitments  whether  the  effect  comes  from  AFAS 
I  (through  the  'GATS  plus'  feature)  or  from  GATS. 

Several  studies  that  review  the  progress  of  AFAS  arid  compare  it 
I  to  GATS,  found  that  AFAS  is  not  effective  as  an  improvement  of  GATS. 
The  commitments  on  AFAS  that  should  be  'GATS  plus'  are  not  sub- 
:  stantially  better  than  GATS.  As  found  by  Thanh  and  Bartlet  (2006),  the 
commitment  of  ASEAN  member  cotmtries  on  AFAS  has  been  an  im- 
provement relative  to  their  commitment  in  the  WTO  schedule,  yet  the 
improvement  has  been  limited  for  several  ASEAN  member  countries 
because  commitments  offered  in  AFAS  are  not  significantly  more  libe- 
ral than  those  offered  in  the  WTO.  Therefore,  they  also  questioned  the 
significance  of  the  AFAS  scheme  in  liberalising  the  service  sector  in 
ASEAN. 

It  is  also  found  in  other  studies  by  Austria  and  Avila  (2001)  that  the 
process  of  negotiating  the  commitments  in  AFAS  that  use  request-and- 
offer  approach  under  AFAS  are  'time-consiiming'  and  have  no  signifi- 
cant effect  on  the  increase  of  service  trade  among  member  countries.  A 
multilateral  commitment  that  is  offered  in  the  WTO  level  (GATS  com- 
mitments) has  proven  to  be  more  effective  in  liberalising  the  services 
trade  sector,  particularly  ASEAN  coimtries.  This  argument  is  support- 
ed by  Nikomboriak  and  Stephenson  (2001)  who  fotmd  commitments 
by  ASEAN  member  coimtries  are  bolder  and  more  detailed  in  GATS 
than  in  AFAS.  This  could  be  due  to  four  key  factors:  (1)  lack  of  politi- 
cal wiU  and  genuine  commitment  to  open  up  the  service  market;  (2) 
weaknesses  in  the  negotiation  framework;  (3)  legal  restrictions;  and, 
(4)  institutional  limitations. 

Thanh  and  Bartlett  (2006)  found  that  GATS  commitment  has 
deeper  liberalisation  in  the  financial  service  sector  in  a  way  that  it  pro- 
vides clear  commitments  regarding  transparency.  In  the  AFAS  scheme 
there  are  no  explicit  points  that  require  a  member  cotmtry  to  submit 
documents  of  existing  legislation,  rules  and  regulations,  procedures 
and  notices  of  administrative  actions.  Meanwhile,  GATS  scheme  based 
on  the  GATS  Article  III,  requires  transparency  by  WTO  member  coun- 
tries. This  implies  that  commitments  offered  in  GATS  have  been  more 
thorough  and  clearer  relative  to  those  in  AFAS. 

The  argument  that  progress  of  AFAS  and  that  the  effects  have  been 
limited  was  also  found  in  a  study  by  Gordon  and  Chapman  (2003), 
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where  they  found  that  progress  of  committing  a  liberalisation  through 
AFAS  has  been  ineffective,  and  very  lov^  commitments  made  in  finan- 
cial services.  According  to  Gordon  and  Chapman,  this  AFAS  approach 
aims  more  to  capture  the  other  country's  market  access,  than  one  own 
country's  market  access.  Commitments  were  not  l?old'  and  have  little 
difference  from  the  GATS  approach. 

These  studies  above  suggest  that  AFAS  is  not  useful  as  a  tool  to 
liberalise  the  service  sector  in  ASEAN  member  countries.  In  a  study 
by  Stephenson  and  Nikomborirak  (2002),  it  was  found  that  there  has 
been  only  little  achievement  in  liberalising  service  sector  both  through 
GATS  and  AFAS.  However,  this  does  not  mean  that  there  has  not  been 
a  significant  effort  to  open  the  service  sector.  Instead,  it  depends  on 
member's  own  domestic  policies  that  should  be  compUed  by  foreign 
service  providers,  since  the  policies  stated  in  both  GATS  and  AFAS  are 
generally  more  open  relatively  to  the  domestic  regulations. 

A  question  emerged  after  AFAS  is  found  to  be  not  effective  in  pro- 
moting liberalisation  among  ASEAN  member  countries:  Why  country 
members  keep  participating  and  using  AFAS  as  a  tool  in  services  trade 
liberalisation  while  GATS  is  proven  to  be  more  effective  than  AFAS? 
(Gordon  and  Chapman  2003) 

The  reason  is  that  commitments  to  participate  in  the  AFAS  scheme 
is  most  likely  due  to  country's  willingness  to  maintain  the  ASEAN  fo- 
rum itself  rather  than  to  give  benefits  toward  regional  UberaHsation.  As 
found  by  Gordon  and  Chapman  (2003),  AFAS  acts  as  a  medium  for  its 
Ministries  of  Finance  and  Central  Banks  to  exchange  their  views  and  to 
estabUsh  networks  among  the  member  countries.  From  this  medium, 
it  is  expected  that  greater  poUcy  coordination  and  regulation  could  be' 
established  for  the  financial  sector  of  member  countries. 

CONCLUSION 

In  testing  the  impact  of  services  trade  liberalisation  of  ASEAN 
countries,  it  is  found  that  the  openness  index  measuring  the  level  of 
liberalisation  in  financial  service  sector  through  AFAS  is  significant  to 
accelerate  economic  growth.  Growth  control  variables,  such  as  govern- 
ment consumption,  inflation  and  inveshnent,  are  effective  in  affecting 
growth,  while  education  has  no  significant  effect  on  growth.  Other 
variables,  such  as  the  Asian  crisis  dummy  index  of  political  stability 
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and  tariff  rate,  appear  to  be  significant,  while  index  of  regulatory  qua- 
.  Uty  appears  to  be  insignificant. 

Although  it  is  found  that  liberalisation  on  services  trade  of  ASE- 
AN countries  have  a  positive  effect  on  growth,  it  should  be  noted  that 
I  the  liberalisation  takes  place  in  two  schemes:  the  AFAS  and  the  GATS 
scheme.  AFAS  and  GATS  came  into  force  almost  at  the  same  year  with 
GATS  coming  into  force  in  1995  and  AFAS  two  years  later.  The  open- 
ness index  representing  the  liberalisation  here  is  constructed  using  the 
AFAS  commitment,  which  is  mostly  similar  to  GATS.  Therefore,  there 
is  the  probability  that  the  liberalisation  is  caused  by  GATS  rather  than 
by  AFAS. 

One  of  the  reasons  of  why  this  could  be  the  case  is  that  the  pro- 
gress of  the  liberalisation  of  financial  service  sector  through  the  AFAS 
scheme  has  been  very  slow  and  not  very  liberalising.  In  terms  of  depth 
and  scope  of  the  commitment,  several  ASEAN  cotintry  members  have 
not  offered  a  substantial  privilege  for  other  ASEAN  members  through 
AFAS.  So  far,  the  country  commitment  to  participate  in  the  AFAS 
scheme  is  most  likely  due  to  a  country's  willingness  to  maintain  the 
ASEAN  forum  itself  rather  than  to  benefit  directly  from  regional  libe- 
ralisation. 

Isolating  the  effect  of  liberalisation  that  is  either  due  to  GATS  or 
to  AFAS  or  to  the  mixture  of  both  has  become  the  limitation  of  this  re- 
search. In  the  construction  of  the  opermess  index,  it  is  indeed  assumed 
that  before  AFAS  implementation  in  1997  the  openness  index  will  be 
zero.  This  can  be  interpreted  that  liberalisation  started  when  AFAS  is 
implemented.  However,  as  coimtry  commitments  in  AFAS  do  not  dif- 
fer much  from  those  in  GATS,  the  liberalisation  aspect  in  the  open- 
ness index  can  be  considered  due  to  GATS  as  well.  Further  research  on 
testing  the  effectiveness  of  AFAS  to  affect  economic  growth  might  be 
focused  on  isolating  the  effect  of  AFAS  from  GATS  through  the  'GATS- 
plus'  feature  in  AFAS,  although  this  will  be  difficult  to  conduct  since 
the  'plus'  feature  is  not  substantial. 
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Annex:  ADL  Estimation  Result  for  Openness  Index  and  Growth 
Control  Variables 


I 

n 

m 

IV 

Government  Consumption 

0.258 

0.369 

0.759** 

0.63** 

(%  of  GDP) 

(0.82) 

(1.60) 

(2.61) 

(2.15) 

Annual  Investment  (%) 

2.342** 

1.855** 

2.013*** 

2.02*** 

(2.45) 

(2.65) 

(2.84) 

(2.78) 

Inflation  (%) 

-0.291*** 

-0.123** 

-0.146** 

-0.13** 

(^.20) 

(-2.22) 

(-2.66) 

(-2.41) 

Level  of  Education 

0.037 

0.255 

0.298 

0.036 

(0.19) 

(1.34) 

(1.54) 

(0.21) 

Dummy  for  1997  Asian  Crisis 

-10.687*** 

-9.848*** 

-10.19*** 

(-7.27) 

(-6.62) 

(-6.67) 

Index  of  Political  Stability 

-1.605** 

-1.07 

(-2.13) 

(-1.46) 

Index  of  Regulatory  Quality 

0.355 

0.66 

(0.21) 

(0.38) 

Tariff  Rate  (%) 

0.08 

0.152** 

(1.23) 

(2.15) 

ZO 

-1.558** 

-0.437 

-0.7 

-0.97* 

(-2.27) 

(-0.8) 

(-1.28) 

(-1.78) 

Zl 

1.249 

0.068 

0.25 

0.42 

(1.40) 

(0.1) 

(0.37) 

(0.61) 

Z2 

-0.167 

0.034 

0.008 

-0.01 

(-0.94) 

(1.23) 

(0.07) 

(-0.12) 

No.  of  Observations 

68 

68 

68 

68 

Adjusted  R  Square 
■~  

0.48 

0.692 

0.71 

0.69 

'**  and  *  denote  1%,  5%,  and  10%  level  of  significance,  respectively 


ASEAN  AS  A  DEVELOPMENT-ORIENTED  OR- 
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INTRODUCTION 

'Development',  or  more  precisely  'economic  development',  defined 
here  as  economic  progress  that  is  accomparued  by  the  improvement  of 
standard  of  living  and  welfare  among  the  population  of  a  nation  or  a 
region,  has  been  a  core  aspiration  of  many  of  the  regional  integration 
initiatives  of  the  Association  of  Southeast  Asian  Nations  (ASEAN). 

On  the  surface,  there  are  indeed  some  indications  that  the  devel- 
opment goal  of  ASEAN  is  within  reach.  The  establishment  of  the  As- 
sociation, for  example,  appears  to  have  contributed  to  the  expansion 
of  the  region's  economies  at  a  considerable  rate.  Major  economies  in 
the  region,  such  as  Thailand,  Malaysia,  Singapore  and  Indonesia,  have 
achieved  high  levels  of  economic  growth  since  the  late  1970s.  While  it 
is  true  that  domestic  economic  reforms,  including  the  shift  from  im- 
port-substitution industrialisation  to  the  export-oriented  industriali- 
sation, played  a  significant  role  in  improving  the  region's  economies, 
ASEAN's  existence  helped  to  complement  those  reforms.  The  relative 
success  of  the  grouping  in  maintaining  peace  and  ensuring  econo- 
mic development  also  attracted  other  coimtries  in  the  region,  such  as 
Brunei  Darussalam,  Cambodia,  Lao  PDR,  Myanmar  and  Vietnam  (the 
latter  four  are  known  as  the  CLMV  countries),  to  join  the  club  in  the 
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1980s  and  1990s.  At  the  time,  aside  from  expanding  the  ASEAN  mar- 
ket, which  was  expected  to  spread  and  deepen  economic  development 
in  the  region  (Mya  Than  2005,  84-85),  the  inclusion  of  the  CLMV  coun- 
tries into  the  grouping  allowed  the  gap  between  the  rich  and  the  poor 
countries  to  be  narrowed,  thus,  reducing  regional  instability  to  emerge 
(Pholsena  and  Banomyong  2004,  28-29). 

Over  the  last  few  decades,  ASEAN  has  intensified  its  objective  to 
achieve  an  economic  development.  Despite  such  intensive  efforts,  there 
remains  a  gap  between  what  ASEAN  has  projected  as  its  development 
goal  and  the  reality  that  the  Association  has  to  face  in  implementing 
its  worthy  ambitions.  Indeed,  while  economic  growth  and  standard  of 
living  have  been  relatively  improved  since  the  establishment  of  the  As- 
sociation, the  levels  of  economic  development  among  Southeast  Asian 
cotintries  remain  diverse.  The  quality  of  life  in  some  cotintries  in  the 
region,  for  example,  is  better  than  others.  The  GDP  per  capita  of  coun- 
ti-ies,  such  as  Singapore  (USD  38,046.1)  and  Brimei  Darussalam  (USD 
35,622.6),  are  far  greater  than  their  least  developed  neighbours,  includ- 
ing Cambodia,  Lao  FDR  and  Myanmar  where  each  records  GDP  per 
capita  of  USD  756.1,  USD  817.8  and  USD  464.6,  respectively  (Table  1). 

Although  efforts  to  promote  economic  development  have  been 
present,  the  way  in  which  ASEAN  ati:empts  to  achieve  its  develop- 
ment objectives  appear  to  have  littie  success  in  promoting  the  equal 
economic  distribution  tiiroughout  the  region.  The  fact  that  over  116 
miUion  people,  or  around  21%  of  the  total  550  million  population  of 
Soutiieast  Asia,  are  still  living  in  absolute  poverty  illustrates  tiiis  point 
(Table  2).^  Overall,  therefore,  while  there  has  been  sigiuficant  well- 
meaning  rhetoric  to  promote  economic  development  among  ASEAN 
leaders,  the  exercise  of  that  rhetoric  remains  patchy. 


These  figures  are  based  on  the  data  provided  by  the  ADB  (2005).  In  its  discussion  about  pover- 
ty-related issues,  this  paper  employs  the  term  of  absolute  poverty,  which  can  be  referred  to  as 
the  condition  of  lacking  basic  human  needs,  such  as  nutrition,  clean  water,  healthcare,  clothing, 
and  shelter  as  a  result  of  the  inability  to  afford  them.  It  is  also  important  to  note  that  given  the 
different  level  of  economic  development  in  Southeast  Asia,  poverty  is  set  at  an  income  of  USD 
2  per  day,  while  extreme  poverty  is  set  al  USD  1  per  day  or  less.  More  detailed  data  on  the  level 
of  poverty  rate  .n  Southeast  Asian  countries,  with  exception  of  Brunei  Darussalam,  is  provided 
in  Table  2,  while  further  information  concerning  the  definition  of  poverty  can  be  obtained  from 
the  Wikipedia  at:  hltp://en.wikipedia.org/wiki/Poverty  (accessed  on  3  September  2009) 
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Country 

Total 
Land  Area 
(km2)2008 

Total  Popula- 
tion (thou- 
sand) 2008* 

Population 
Density  (per- 
sons per  Km^) 
2008* 

Annual 
Population 
Growth  (%) 
2008* 

GDP  per  Capita  at 
Current  Prices 

USD 
2008** 

USD  ppp 

2008*** 

Brunei  Da- 
russalam 

5,765 

397 

69 

1.8 

35,622.6 

50,234.8 

Cambodia 

181,035 

14,656 

81 

2.0 

756.1 

1,794.0 

Indonesia 

1,860,360 

228,523 

123 

1.3 

2,236.9 

3,705.0 

Lao  PDR 

236,800 

5,763 

24 

2.8 

917.8 

2,237.3 

Malaysia 

330,252 

27,863 

84 

2.3 

7,991.7 

13,192.1 

Myanmar 

676,577 

58,510 

86 

1.7 

464.6 

1.082.9 

Philippines 

300,000 

90,457 

302 

2.1 

1,843.7 

3,421.1 

Singapore 

707 

4,839 

6,844 

5.5 

38,046.1 

50,347.1 

Thailand 

513,120 

66,482 

130 

0.7 

4,116.4 

7,889.7 

Vietnam 

331,212 

86,160 

260 

1.2 

1,052.7 

2,595.2 

ASEAN 

4,435,827 

583,651 

132 

1.5 

2,581.7 

5,007.1 

Note:  *    Refers  to  mid-year  tot^Lpopulation  based  on  country  projections; 


**  2008  data  on  GDP  at  current  market  prices  is  preliminary.  Brunei  Darussalam's  2008 
annual  figure  is  based  on  estimate  published  in  the  Brunei  Darussalam  Key  Indicators, 
2008.  2008  annual  figures  for  Cambodia,  Lao  PDR  and  Myanmar  are  taken  from  the 
IMF  WEO  Database,  October  2008.  Vietnam's  2008  annual  figure  is  based  on  coimtry 
estimates  and  the  latest  actual  coimtry  data; 

***  Recomputed  based  on  IMF  WEO  Database  April  2009  estimates  and  the  latest  actual 
country  data. 

Source:  ASEAN  Secretariat  (2009). 


Table  2.  Poverty  in  ASEAN 


Country 

Total  Population 
(thousands) 

Population 
in  Poverty 
(%) 

Total  Number  of 
People  in  Poverty 
(million) 

Urban  Po- 
verty Rate 
(%) 

Rural  Po- 
verty Rate 
(%) 

Brunei  Darus- 
salam 

397 

N/A 

N/A 

N/A 

N/A 

Cambodia 

14,656 

32 

4.7 

25.2 

40.1 

Indonesia 

228,523 

17.3 

39.7 

13.6 

20.2 

Lao  PDR 

5,763 

39.9 

2.3 

22.1 

42.5 

Malaysia 

27,863 

6.82 

1.9 

2 

11.4 

Myanmar 

58,510 

21.2 

12.4 

20.7 

28.4 

Philippines 

90,457 

27.7 

25.1 

15 

41.4 

Singapore 

4,839 

Thailand 

66,482 

9.47 

6.3 

4 

12.6 

Vietnam 

86,160 

27.5 

23.7 

6.6 

35.7 

Total 

583,651 

21.1 

116.2 

Source:  ADB  (2005) 
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This  paper  is  aimed  at  analysing  the  'development'  paradox  that 
prevails  in  the  region.  More  specifically,  it  looks  into  the  role  of  social 
and  economic  aspects  of  ASEAN  cooperation  in  promoting  'sustain- 
able development',  or  the  development  that  "meets  the  needs  of  the 
present  without  compromising  the  ability  of  the  future  generations  to 
meet  their  own  needs"  (UN  1987),  in  Southeast  Asia.^  It  is  particularly 
interesting  to  see,  for  instance,  how  the  Association's  objective  of  be- 
coming a  single  market  and  production  base^  under  the  auspices  of  the 
ASEAN  Economic  Community  (AEC)  by  2015  would  correspond  to 


^  It  is  important  to  note  that  it  is  only  in  past  decades  that  the  mention  of  'siistainable  develop- 
menf  became  more  apparent  in  ASEAN  documents,  such  as  the  1987  Jakarta  Resolution  on 
Sustainable  Development,  the  2003  Yangon  Resolution  on  Sustainable  Development  and  the 
2006  Cebu  Resolution  on  Sustainable  Development.  This  was  primarily  due  to,  inter  alia,  the 
increase  debates  among  policy-makers  and  the  public  over  the  potential  impacts  of  the  climate 
change  and  other  envirorimental  degradation  in  the  region.  InitiaUy,  the  term  'economic  de- 
velopmenf ,  or  'development';  was  more  often  found  in  older  ASEAN  documents,  particulariy 
in  reference  to  the  grouping's  economic  cooperation.  The  original  ASEAN  founding  document, 
or  the  1967  ASEAN  Declaration  has  in  fact  made  reference  only  to  'economic  growth,  sodal 
progress  and  cultural  developmenf,  all  of  which  understood  as  elements  of  'development' 
today.  This  is  logical  for  two  reasons.  Firstly,  ASEAN  was  estabUshed  in  1967,  which  made 
it  a  product  of  the  so-caUed  'first  wave'  of  regionalism,  mostly  driven  by  pure  security  and 
economic  concerns,  as  opposed  to  the  'second  wave'  of  regionalism  that  started  to  emerge  in 
the  late  1980s  and  embraced  wider  poUcy  concerns  of  development.  Secondly,  initial  economic 
cooperation  of  the  grouping  was  only  launched  in  the  late  1970s  prior  to  the  wide  use  of  the 
term  'sustainable  developmenf,  which  was  only  made  popular  foUowing  the  launching  of  the 
1980  World  Conservation  Strategy  and  the  1983  Brundtland  Commission.  As  a  result,  the  term  'eco- 
nomic developmenf  is  used  in  this  paper  refer  to  the  original  economic  cooperation  objectives 
of  ASEAN,  while  the  term  'sustainable  developmenf  is  used  as  defined  and  understood  by  the 
mtemational  community  in  key  multilateral  agreements,  such  as  the  1992  Rio  Convention  and 
the  2002  Johannesburg  Plan  of  Implementation  of  the  Worid  Summit  on  Sustainable  Develop- 
ment (WSSD).  ^ 

'  The  2003  Bali,  or  ASEAN,  Concord  E  clearly  states  that  the  end  goal  of  AEC  would  be  the 
creahon  of  a  smgle  market  and  a  single  production  base  where  there  is  free  flow  of  goods 
services,  mvestments,  capital  and  skilled  labour  (ASEAN  Secretariat  2005).  While  the  approach 
of  attaming  this  objective  was  not  elaborated  in  the  ASEAN  Concord  II,  what  seemed  clear 
to  policy-makers  and  experts  in  the  region  at  the  time  was  "tiie  need  to  have  a  significanlh' 
higher  degree  of  regional  economic  integration  and  insHtuHonal  development"  (Hew  2007  2) 
Referring  to  the  Western  European  economic  integration,  Llyod  (2007:  15)  suggests  that  the 
establishment  of  an  ASEAN  single  market  would  mean  that  there  should  be  "no  discriminaHon 
according  to  source  in  the  regional  markets  for  goods,  services,  thus  creating  a  single  market 
^  ..TaI?^''''?  ''^f'^^"^^""""-  Meanwhile,  Soesastro  (2005,  5)  sees  the  establishment  of 
^  .■""^  production  base  as  a  way  to  open  up  and  expand  the  region's  "production 
side  In  other  words,  as  a  single  production  base,  ASEAN  was  envisioned  to  be  a  region  in 
which  there  are  increased  backward  and  forward  linkages  among  various  production  facilities 
and  networks  that  are  dispersed  throughout  the  region.  Given  (he  different  levels  of  economic 
development  and  capacity  among  the  members  of  ASEAN,  a  dynamic  division  of  labour  can 
be  developed  among  these  countries  if  a  smooth  and  efficient  exchange  of  inputs  to  production 
can  be  assured.  err 
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:the  sustainable  development  needs  of  the  region.  This  paper,  however, 
primarily  argues  that  ASEAN's  real  'sustainable  development'  objec- 
:tive  remains  rhetorical,  particularly  given  the  persistent  economic  gaps 
:that  exist  throughout  the  region. 

Having  said  this,  ASEAN  still  has  the  potential  to  act  as  one  of 
[the  key  drivers  of  sustainable  development  in  the  region.  In  order  to 
1  facilitate  our  discussion,  the  analysis  in  this  paper  is  divided  into  seve- 
iral  sections.  Section  two  provides  an  analytical  framework  to  help  us 
better  understand  the  linkages  between  regional  integration  and  social 
and  economic  aspects  of  'sustainable  development'.  Section  three  and 
section  four  analyse  the  development  gaps  that  have  been  generated  by 
ASEAN's  existing  regional  economic  integration  and  the  development 
opportunities  that  could  be  explored  further  by  the  Association.  Finally, 
the  paper  concludes  with  some  policy-recommendations  to  assist  ASE- 
AN achieves  its  potential^as  a  development-oriented  organisation. 

DEVELOPMENTAL  REGIONALISM:  AN  ANALYTICAL  FRAME- 
WORK EXPLAINING  REGIONAL  INTEGRATION  -  'SUSTAIN- 
ABLE DEVELOPMENT'  NEXUS 

Most,  if  not  all,  regional  economic  integration  initiatives  to  date 
have  the  declared  intent  of  pursuing  economic  development.  Both 
ASEAN  and  the  South  Asian  Association  for  Regional  Cooperation 
(SAARC),  for  example,  were  established  for  the  purpose  of  accelerat- 
ing economic  and  social  development  in  their  member  states.*  Simi- 
larly, the  Economic  Commtmity  of  the  West  African  States  (ECOWAS) 
also  has  the  ambition  to  improve  the  living  standards  of  its  people, 
maintain  and  enhance  economic  stability,  foster  relations  among  mem- 
ber states  and  contribute  to  the  progress  and  development  of  the  Afri- 
can continent'  (ISS,  n.d.).^ 


^  Further  information  concerning  the  objectives  and  aims  of  ASEAN  and  SAARC  are  available 
from  each  regional  grouping's  official  website  at:  http://www.asean.org/64.htm  (for  ASEAN) 
and  http://www.saarc-sec.org/main.php  (for  SAARC)  (accessed  on  7  September  2009). 

'  ECOWAS  is  a  regional  grouping  consisting  fifteen  member  slates  of  West  African  countries,  in- 
cluding: Benin,  Burkina  Faso,  Cape  Verde,  Gambia,  Ghana,  Guinea,  Guinea  Bissau,  Ivory  Coast, 
Liberia,  Mali,  Niger,  Nigeria,  Senegal,  Sierra  Leone  and  Togo.  Further  information  concerning 
the  aims  and  objectives  of  the  ECOWAS  is  available  from  its  official  website  at: 
http://www.comm.ecowas.int/sec/index.php?id=about_a&lang=en  (accessed  on  7  September 
2009). 
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However,  the  extent  to  which  many  regional  integration  initia- 
tives actually  promote  sustainable  development  differs,  depending 
upon  the  ability  of  the  countries  involved  to  manage  the  adjustment 
costs  that  often  result  from  these  arrangements.  Debates  on  the  merits 
of  regional  integration  in  the  promotion  of  development  are  ongoing 
among  scholars,  policy-makers,  development  practitioners  and  activ- 
ists. Some  scholars,  such  as  Venables  (2003)  and  Bhattachargay  and  De 
(2005),  for  example,  consider  regional  integration  as  a  key  element  to 
development  and  poverty  reduction.  Similarly,  Slocimi-Bradley  (2006) 
also  argues  that  regional  cooperation  has  great  potential  to  support 
human  and  economic  development,  while  protectionist  measures  risk 
undermining  these  advantages.  Elsewhere,  this  author  writes  that  one 
of  the  primary  motives  for  nationalists  to  pursue  what  he  refers  to  as 
a  regional  integration  strategy  (RIS)  is  the  promise  of  sustained  eco- 
nomic development  (Chandra  2008a,  65).  Nationalists  today  are  not 
solely  associated  with  the  promotion  of  protectionist  policies,  but  are 
keen  to  pursue  trade  liberalisation  measures. 

The  concept  of  'developmental  regionalism'  primarily  departs 
from  the  notion  of  a  developmental  state  where  strong  state  inter- 
vention is  seen  as  crucial  to  promote  a  national  development  agen- 
da.^ In  essence,  this  concept  can  be  defined  as  the  "concerted  efforts 
from  a  group  of  countries  within  a  geographical  region  to  increase  the 
complementarity  and  capacity  of  the  total  regional  economy  as  well 
as  finding  the  right  balance  between  fimction  and  territory"  (Hettne 
2001,  14).  Similarly,  Dent  (2008,  780)  considers  developmental  region- 
ahsm  as  "[regional  cooperation  and  integration]  activities  tiiat  are  par- 
ticularly oriented  to  enhancing  the  economic  capacity  and  prospects  of 
less  developed  counti-ies  with  a  view  to  strengthening  their  integration 
into  the  regional  economy,  thereby  bringing  greater  coherence  to  the 
regional  community  building  overall." 

Initially,  however,  despite  the  attiactiveness  of  using  regionalism 
as  a  'development'  policy  experts  and  practitioners  of  regional  inte- 
gration policy  argued  that  regionalism  was  a  failure  as  far  as  develop- 


According  to  Nesadurni  (2002a,  23),  developmental  regionalism  analysis  is  dearly  in  the  eco- 
nomic realist  trad,t.on  since  the  .dea  of  state  activism  in  both  the  international  system  and  a. 

the  domestic  level  to  manipulate  or  direct  economic  nrtivih;  ir-,  cr,,.,  ,u.         ■    a  ■  ^      ^  , 
...  ,  ,.  ^"-"-"""""c  acnvity  to  serve  lite  perceived  interests  ol 

the  state  is  crucial  elements  of  this  approach  to  regionalism. 
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merit  was  concerned  (Schulz  et  al.  2001,  262).  Among  other  things,  the 
establishment  of  most  regional  cooperation  schemes  in  the  past  was 
frequently  imposed  by  external  powers  that  divided  the  regions  of  the 
world  in  accordance  to  the  Cold  War  alliances.  Furthermore,  these  re- 
;gional  schemes  tended  to  be  the  inheritance  of  the  colorual  schemes, 
which  were  incompatible  with  the  new  status  of  national  indepen- 
dence that  prevailed  following  the  World  War  E.  More  importantly, 
the  preoccupation  of  many  scholars  and  policy-makers  to  use  trade 
as  key  benchmark  to  measure  the  relative  success  of  a  regional  group- 
ing made  regionalism  an  unsuitable  development  policy  at  the  time 
(Hettne  2001, 15). 

Indeed,  in  many  cases,  regional  cooperation  initiatives  were  nor- 
mally composed  of  unnatural  trading  partners,  with  coimtries  in  the 
regional  economic  cooperation  schemes  lacking  economic  comple- 
mentarities. Instead  of^economic  development,  the  world  saw  the 
emergence  of  imeven  development  among  coimtries  from  within  the 
region.  Apart  from  that,  such  a  preoccupation  with  trade  also  led  to  the 
exclusion  of  other  equally  important  parameters  of  regional  integra- 
tion, such  as  social  and  cultural  cooperation. 

While  acknowledging  the  deficiencies  of  using  trade  flows  as 
the  sole  parameter  of  regional  integration  initiatives,  scholars  such  as 
Hettne  (2001),  Schulz  et  al.  (2001)  and  Dent  (2008),  remain  convinced  of 
the  relevance  of  trade  in  strengthening  regional  cooperation  initiatives 
worldwide.  Consequently,  advocates  of  developmental  regionalism 
began  to  dig  deeper  to  find  ways  to  address  the  problems  of  economic 
competitiveness  and  developmental  gaps  among  the  member  coim- 
tries of  a  regional  grouping.  As  a  result,  contemporary  theory  on  the 
development  regionalism  incorporates  elements  of  what  economists 
refer  to  as  open  and  closed  regionalisms. 

While  open  regionalism,  on  the  one  hand,  is  normally  associated 
with  regional  integration  schemes  that  are  fundamentally  about  engag- 
ing, or  being  a  stepping  stone  to,  the  world  market  (Gamble  and  Payne 
1996;  Stubbs  2000),^  closed  regionalism,  on  the  other  hand,  refers  to 


'  As  its  name  suggests,  open  regionalism  normally  favours  an  open  economy  approach  that  al- 
lows trade  to  flourish  not  only  among  the  members  of  the  regional  grouping,  but  also  between 
the  regional  grouping  concerned  and  the  rest  of  the  world.  It  is  supposedly  consistent  with  the 
rule  of  the  General  Agreement  on  Trade  and  Tariffs  (GATT)/World  Trade  Organization  (WTO) 
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more  inward-looking  regional  integration  schemes,  seen  as  a  model  of 
regionalism  that  serves  its  function  to  resist  the  'predatory  forces'  of 
globalisation  (Falk  1999;  Hveem  2000).« 

Economies,  particularly  small  ones,  for  instance,  are  in  favour  of 
pursuing  developmental  regionalism  because  it  not  only  allows  the 
strengthening  of  their  domestic  industries,  their  commitment  to  the 
world  market  also  provides  these  coxmtries  with  the  necessary  oppor- 
tunity to  expand  their  market  beyond  their  region  when  and  if  neces- 
sary In  most  cases,  regional  groupings  that  favour  this  form  of  region- 
alism impose  temporary  protections  or  provide  specific  privileges  for 
domestic  capital  in  this  expanded  market.  In  principle,  therefore,  de- 
velopmental regionalism  is  neither  about  resisting  globalisation  com- 
pletely nor  about  complete  acquiescence  to  the  global  market  forces 
(Nesadurai  2002a,  22-24).  In  practice,  this  approach  to  regionahsm  nor- 
mally involves  the  participation  of  firms  from  outside  the  region  to  op- 
erate and  invest  inside  the  region.  However,  the  economic  activities  of 
these  foreign  firms  in  the  region  are  also  subject  to  certain  restrictions 
which  are  not  imposed  on  firms  from  within  the  region. 

For  Hettne  (2001,  xxiii-xxiv),  developmental  regionaUsm  remains 
a  useful  poUcy  concept  for  the  countries  of  the  South,  and  he  proposes 
seven  key  arguments  to  support  this  point.  First,  the  'sufficient  size' 
argument  implies  the  imperative  of  regional  cooperation  for  many 
particularly  small,  countries  that  are  required  either  to  cooperate  with 
others  to  solve  common  problems  or  to  become  client  states  of  the  core 
countiies.  Second,  'viable  economy'  argument  sees  self-reliance  as  a 
feasible  development  stiategy  at  a  regional  level,  particularly  if  such 
arrangements  involve  the  coordination  of  production,  improvement 
of  infrastructiire,  and  making  tiie  use  of  existing  complementarities 
among  the  member  countiies. 


Article  XXIV,  which  specificallv  states  thae  "hho  r^,,,.^^      c        ^  ■ 
u    lju  ,  (        t  I   J   ""y  "rates  tnat  the  purpose  of  a  custom  un  on  or  a  free  trade  area 
should  be  to  aah tate  trade  between  the  constituent  territories  and  not  to  raise  barriers  to  trade 
of  other  contracting  parties  with  such  territories"  (GAIT  1947,  41).  The  utilization  of  this 
strategy  entails  the  use  of  trade  and  invesim,.,,!         i-    .•  .  uui uaiion  or  tnis 

1,-    •     .K    .r.^,.,..;.  A     I  investment  liberalization  mechanisms  for  the  purpose  of 

achieving  the  economic  development  objective  of  the  region  in  question. 
According  to  the  ndvocate.s  of  closed  regionalism,  economic  development  is  best  achieved 
through  the  imposition  of  high  eveis  of  nroleriion  '..rni..cf  o„,..^       a        ■  '"^"'eveu 
■       •     c   L  .1,,,  roci  „r  7i         7,  '  P^'i*^*^"""  goods  and  services  cominc  into 

heir  region  from  '-'  •^^^  "f/'^'^  world.  Among  other  things,  this  would  enable  countries  in 
the  region  '^""'^'^'•"^'d  t°J  'P  "^'-•'r  own  industries  without  having  to  fear  competition  fron. 
firms  originating  from  outside  the  region. 
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Third,  the  'credibility'  argiimenthas  to  do  with  ensuring  the  consis- 
itency  and  stability  of  economic  policies,  particularly  if  regional  coope- 
I  ration  initiatives  are  equipped  with  sanctions  that  could  be  imposed  to 
I  countries  violating  the  economic  agreements  made  among  the  partici- 
pating cotmtries.  Fourth,  the  'effective  articulation'  argument  empha- 
I  sizes  the  collective  bargaining  power  in  the  world  system  that  countries 
1  of  the  South  could  achieve  by  pursuing  regional  cooperation.  Fifth,  the 
'social  stability'  argument  reinforces  regional  initiatives  to  uphold  so- 
cietal viability  through  the  inclusion  of  social  security  issues  and  ele- 
ments of  redistribution  (e.g.,  regional  funds).  Sixth,  the  'resource  man- 
agement' argument  ensures  the  exploitation  of  natural  resources  in  a 
sustainable  way.^  The  final  argument  is  the  'peace  dividend'  argim\ent 
where  regional  conflict  resolution  could  eliminate  distorted  investment 
patterns,  such  as  military  build-ups,  and  allow  the  countries  in  the  re- 
gion to  use  their  resources  for  more  productive  uses. 

Much  attention  in  the  analysis  of  developmental  regionalism  has 
been  given  to  efforts  to  bridge  the  development  gap  among  cotmtries 
within  a  regional  framework,  as  well  as  between  the  region  and  the 
rest  of  the  world.  However,  little  attention  has  been  given  to  the  inter- 
nal development  gap  that  exists  within  the  participating  countries  of 
a  regional  scheme,  as  well  as  the  ways  in  which  regional  organisations 
could  help  address  such  economic  disparities.  For  example.  Dent's 
analysis  of  the  role  of  the  Asian  Development  Bank  (ADB)  in  promot- 
ing developmental  regionalism  in  East  Asia  argues  that  the  Bank's  re- 
gional cooperation  and  integration  projects  have  been  focused  on  clos- 
ing the  gaps  among  countries  in  the  region  (Dent  2008,  780-781).  To  a 
large  extent,  this  involves  a  capacity  building  process  that  is  targeted 
at  the  periphery  states  to  get  them  engaged  in  the  economic  dynamic 
of  the  region.  In  order  to  do  this.  Dent  argues,  the  Bank  promotes  what 
he  refers  to  as  proactive  integration  that  includes  policy  cooperation,  co- 
ordination and  harmonisation,  instead  of  passive  integration  that  merely 
involves  economic  liberalisation  and  deregulation. 


'  As  Hettne  (2001,  xxiv)  further  explains,  it  is  increasingly  realized  that  serious  environmental 
problems  can  be  solved  within  the  framework  of  nation-state  alone.  Regional  ecological  issues 
are  often  related  to  water.  Regional  resource  management,  such  as  that  shown  in  the  context  of 
the  Mekong  river  system,  has  proven  as  one  of  the  ways  in  which  ecological  problems  could  be 
tackled,  while,  at  the  same  time,  ground  for  sustainable  development  could  be  prepared. 
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Others,  such  as  Nesadurai  (2002a;  2002b),  offer  some  insights  on 
the  way  in  which  developmental  regionalism,  particularly  in  the  con- 
text of  ASEAN,  is  developed  into  a  favoured  policy  at  the  domestic 
level.  Although  such  studies  help  explain  the  reasons  behind  the  push 
for  developmental  regionalism  among  state  and  non-state  actors  at 
the  domestic  level,  they  offer  little  explanation  on  the  ways  in  which 
regional  cooperation  could  remedy  the  development  gap  within  the 
member  countries  of  a  regional  grouping.  In  the  analysis  that  follows, 
this  study  attempts  to  address  this  gap  by  focusing  upon  the  regional- 
ism-development nexus  within  the  context  of  ASEAN. 

'DEVELOPMENT'  GAPS  IN  THE  EXISTING  REGIONAL  ECO- 
NOMIC INTEGRATION  INITIATIVES  OF  ASEAN 

Although  'development'  and  'developmental  regionahsm'  are 
considered  as  key  components  to  the  existing  ASEAN  regional  eco- 
nomic integration  initiatives,  it  remains  to  be  seen,  however,  how  far 
the  implementation  of  these  irutiatives  reflects  the  developmental 
needs  of  the  people  in  the  region.  While  the  region  has  seen  signifi- 
cant economic  growth  that  is  accompanied  with  consistent  rise  in  real 
per  capita  income  over  the  last  few  decades,  poverty  and  the  unequal 
distribution  of  income  remain  key  problems  faced  by  the  grouping, 
as  does  the  environmental  and  social  sustainability  of  economic  de- 
velopment. It  remains  questionable  that  ASEAN's  regional  economic 
integration  initiatives,  such  as  the  ASEAN  Free  Trade  Area  (AFTA),'« 


AFTA  IS  an  agreement  to  liberalise  trade  among  the  member  countries  of  ASEAN.  The  process 
of  Its  implementation  began  back  in  1992,  but  it  started  to  take  effect  on  January  2002  Tlnis 
scheme  s  objective  is  "to  increase  the  international  competitiveness  of  ASEAN  industries  and 
[to  make]  the  ASEAN  region  an  investment  location"  (Tongzon  2002,  182).  AFTA's  ultimate 
target  is  the  elimination  of  all  import  duties  (ASEAN  Secretariat,  2002:  4).  To  date  there  are 
R  '.'n^^  lines  representing  some  38  %  of  the  items  in  the  inclusion  list  that  have  zero  dut- 
ies By  2003,  the  first  six  ASEAN  members  were  required  to  apply  zero  duties  to  60%  of  their 
inclusion  list  items,  while  the  remaining  four  new  members  were  given  more  flexible  timeframe 
to  reduce  their  tariffs.  As  a  new  member  country,  Vietnam  had  35.37%  of  its  inclusion  list  with 
zero  tariffs  by  2006,  while  Laos  and  Myanmar  abolished  87.6%  and  3.9%  of  their  inclusion  list 
JinT'  Lf«"y;5^'^t'»d''''  ^'^  ••'-^q^i'-eci  to  eliminate  duties  on  7.64%  of  its  inclusion  list  by 
2010.  For  the  older  member  countries,  however,  they  have  a  deadline  of  2010  to  abolish  all  tar- 
iffs for  goods  coming  from  other  ASEAN  member  countries.  Further  information  concerning 
AFTA  IS  available  from  the  official  website  of  the  ASEAN  Secretariat  at: 
http://www.aseansec.org/economic/afta/afta.htm  (accessed  on  9  September  2009) 
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ASEAN  Investment  Area  (AIA),"  the  ASEAN  Framework  Agreement 
on  Services  (AFAS)'^  and  the  ASEAN  Economic  Community  (AEC)/^ 
are  capable  of  meeting  the  present  challenges  without  compromising 
the  ability  of  the  region's  future  generation  to  meet  their  own  needs. 
Today  it  is  also  important  to  critically  assess  the  environmental  and 
socio-cultural  implications  of  these  initiatives.  These  are  some  of  the 
pertinent  questions  that  still  require  answers. 

While  many  of  ASEAN's  regional  economic  integration  initiatives 
can  be  explained  as  projects  of  open  regionalism,  the  continuous  incli- 
nation of  its  member  countries  to  maintain  certain  level  of  protectionist 
measures  suggests  the  grouping's  reservation  to  fully  engage  in  the 
process  of  economic  globalisation.  It  is  for  this  reason  that  Nesadurai 


"  AIA  is  the  formal  foreign  direct  investment  (FDI)  regionalisation  policy  among  the  member 
countries  of  ASEAN.  The  implementation  of  this  agreement  is  guided  by  the  Framework 
Agreement  of  the  ASEAN  Investment  Area,  which  was  agreed  and  signed  by  all  member  coun- 
tries on  y""  October  1998  in  Makati,  tlie  Pliilippines.  Its  objective  is  to  "attract  greater  and  sus- 
tainable levels  of  FDI  into  the  region  and  to  realise  substantially  increasing  flows  of  FDI  from 
both  ASEAN  and  non- ASEAN  sources  by  making  ASEAN  an  attractive,  competitive,  open  and 
liberal  investment  area"  (ASEAN  Secretariat  1998a).  Further  information  concerning  the  AIA  is 
available  from  the  official  website  of  the  ASEAN  Secretariat  at: 
http://www.aseansec.org/6480.htm  (accessed  on  9  September  2009). 

AFAS  is  one  of  the  key  economic  integration  initiatives  of  ASEAN  that  governs  the  way  in 
which  services  liberalization  is  imdertaken  in  the  region.  The  agreement  was  signed  by  the 
economic  ministers  of  ASEAN  member  countries  during  the  fifth  ASEAN  Summit,  which  was 
held  in  Bangkok,  Thailand,  on  15*  December  1995.  The  key  objectives  of  AFAS  include:  (1)  the 
erihancement  of  cooperation  in  services  among  ASEAN  members  in  order  to  improve  efficiency 
and  competitiveness,  diversify  production  capacity,  and  the  supply  and  distribution  of  services 
within  and  outside  ASEAN;  (2)  the  elimination  of  substantially  all  restrictions  to  trade  in  servi- 
ces among  ASEAN  member  countries;  and,  (3)  the  liberalisation  of  trade  in  services  through  the 
expansion  of  the  depth  and  scope  of  liberaUsation  beyond  those  imdertaken  by  member  states 
under  the  General  Agreement  on  Trade  in  Services  (GATS)  with  the  aim  of  realising  a  free  trade 
area  in  services  by  2020  (ASEAN  Secretariat  2004).  Further  information  concerning  ASEAN's 
cooperation  in  the  area  of  trade  in  services  is  available  from  the  official  website  of  the  ASEAN 
Secretariat  at: 

http://www.aseansec.org/4949.htm  (accessed  on  9  September  2009). 
"  AEC  is  considerably  the  most  ambitious  ASEAN  economic  integration  initiatives  to  date.  Ac- 
cording to  the  Declaration  of  the  ASEAN  Concord  II,  the  AEC  should  serve  as  the  end-goal 
for  ASEAN  economic  integration.  The  initiative  aims  to  create  a  stable,  prosperous  and  highly 
competitive  ASEAN  region  (ASEAN  Secretariat  2003).  In  the  view  of  draftsmen  of  this  docu- 
ment, the  free-flow  of  goods,  services,  investment,  and  capital  are  deemed  necessary  if  ASEAN 
expects  to  achieve  equitable  economic  development,  poverty  reduction,  and  narrowing  the 
socio-economic  gap  among  its  population  by  2020.  The  AEC  is  also  expected  to  be  the  backbone 
of  the  establishment  of  a  single  market  and  production  base  initiatives  in  the  region.  Further 
details  on  the  founding  document  of  the  AEC,  or  the  Bali  Concord  11,  is  available  from  the  of- 
ficial website  of  the  ASEAN  Secretariat  at  (accessed  9  September  2009): 
http://www.aseansec.org/15159.htm 
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(2002a;  2002b)  argues  that  ASEAN  in  general  favours  a  developmental 
regional  project  that  is  normally  driven  largely  by  concern  with  non- 
economic  and  social  values,  such  as  distribution  aiid  social  justice,  in- 
stead of  engaging  to  full  economic  liberalisation.  For  example,  when 
the  ASEAN  investment  regime,  or  the  AIA,  was  adopted  as  a  compo- 
nent of  AFTAin  1998,  the  grouping,  through  the  insistence  of  Malaysia 
and  the  support  of  Indonesia,  made  a  distinction  between  investors 
from  ASEAN  and  those  from  outside  the  region,  with  the  latter  con- 
fronted with  a  temporary  discrimination  policy. 

Among  other  things,  that  was  done  for  the  purpose  of  allowing 
member  countries  to  nurture  their  domestic  industries  so  as  to  en- 
able them  to  compete  with  non-ASEAN  firms  operating  in  the  region. 
While  according  to  its  original  agreement  AIA  specifies  that  the  full 
market  access  and  national  treatment  privileges  should  be  accorded 
to  all  investors,  the  same  agreement  also  allows  member  governments 
to  set  temporary  exemptions  in  a  variety  of  sectors  and  policy  areas  as 
they  see  fit.^* 

The  inclination  of  ASEAN  to  embrace  protectionist,  inward  look- 
ing and  regionalism  measures  was  also  evident  during  the  recent 
global  financial  crisis.  Despite  their  commitments  to  open  regionaUsm, 
ASEAN  member  countries  are  reluctant  to  open  up  their  markets  fully 
out  of  fears  for  the  negative  impacts  of  the  current  global  crisis.  At  the 
14"^  ASEAN  Summit,  in  April  2009,  in  Pattaya,  Thailand,  for  example, 
ASEAN  plus  the  other  six  countries  (including  China,  Japan,  South 
Korea,  hidia,  Australia  and  New  Zealand)  that  are  part  of  the  so-called 
ASEAN+6  (APS)  arrangement,  gave  their  strong  commitment  to  reject 
all  kinds  of  protectionism  (Thailand  Minish-y  of  Foreign  Affairs  2009, 
3).  Despite  this,  mixed  messages  towards  protectionism  was  rife  from 
individual  countries  in  the  region.  An  article  from  the  Asia  Times  On- 
line in  early  2009  highlights  such  a  shift  towards  protectionism.'-^  This 
article  notes  that,  since  around  2007  Thailand  has  imposed  capital  con- 
trols on  foreign  equity,  currency  and  bond  transaction,  as  parts  of  its 
efforts  to  curb  tlie  appreciation  of  the  local  currency,  the  baht. 


'■'  See,  for  example,  ASEAN  Secretarial  (1998). 
"  See,  for  example,  McDermid  (2009). 
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Although  it  is  true  that  ASEAN's  open  regionalism  goal  has  of- 
ten been  overshadowed  by  its  member  countries'  inclination  towards 
[protectionism,  the  commitment  of  the  grouping  towards  this  policy 
:has  nevertheless  enhanced  its  interaction  with  the  global  economy,  and 
[this  influences  the  way  in  which  the  grouping  pursues  its  development 
.objectives.  While,  in  the  past,  domestic  politics  in  the  member  coun- 
stries  often  pulled  ASEAN  into  adopting  protectionist  measures,  today, 
;  external  forces  help  to  influence  the  policy  direction  of  the  grouping. 
Ilndeed,  the  use  of  neo-liberal  economic  approaches  is  more  prominent 
[today  than  previously.  This  has  been  made  possible  by  the  region's 
i  greater  engagement  with  the  world  market  through,  inter  alia,  mem- 
Iber  coimtries'  increased  reliance  on  the  international  financial  institu- 
tions (e.g.,  IMF  and  the  World  Bank)  for  flows  of  credit,  participation 
iin  the  World  Trade  Organization  (WTO),  their  desire  to  attract  foreign 
investment,  the  pursuance  of  free  trade  and  investment  agreements, 
and  so  on.  Over  the  years,  the  policy  of  open  regionalism  has  gener- 
ated significant  impacts  on  the  way  in  which  development  objectives 
are  achieved  in  the  region. 

Overall,  many  ASEAN's  regional  economic  integration  initiatives 
have  generated  mixed  results  for  Southeast  Asia's  development.  De- 
spite many  scholarly  analysis  that  favour  the  positive  impacts  of  AFTA 
on  the  economic  development  of  the  region,^^  the  negotiations  and  im- 
plementation of  this  trade  agreement  have  been  criticised  for  being  far 
from  the  aspirations  of  small  and  medium-sized  economic  actors.  For 
example,  not  only  inefficient  companies  are  less  protected  now  that 
AFTA  is  already  imderway,  the  scheme  also  encourages  tmemploy- 
ment  to  emerge  in  the  region.  To  a  certain  extent,  therefore,  AFTA  is 
often  perceived  as  representing  a  great  threat  to  poverty  alleviation  in 
the  developing  and  least-developed  countries  of  Southeast  Asia  (Hi- 
dayat  and  Widarti  2005, 4). 

However,  AFTA  does  not  provide  enough  preferential  margins 
over  the  already  highly  liberalised  tariff  regimes  of  the  grouping's 
member  countries  with  the  rest  of  the  world.  Weighed  against  the 
cumbersome  requirements,  the  marginal  preference  of  AFTA  does  not 
provide  sufficient  incentives  for  the  region's  firms  to  use  them.  Tlie  re- 


See,  for  example,  Petri  (1997),  Chirativat  (1999)  and  Soesastro  (2000). 
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suit  is  the  persistent  competition  among  ASEAN  members  for  similar 
goods  in  similar  markets,  thus,  frustrating  the  growth  of  intra- ASEAN 
trade,  which  now  stands  at  around  24%  of  total  ASEAN  trade  (Chan- 
dra and  Chavez  2007, 96). 


Tables.  FDI  Inflows  into 
USD  million) 


ASEAN  by  Source  Country  1995-2004  (in 


t  fine 

2002 

2003 

2004 

1995-2004 

4,654 

3,634 

2,302 

2,433 

30,309 

ixest  or  tile  wond  (i) 

23,425 

10,070 

16,145 

19,371 

206,241 

2,845 

568 

1,559 

2,428 

20,010 

jnung  Jvon^ 

1,271 

204 

100 

345 

7,290 

iJuULn  jvorea. 

660 

92 

632 

896 

3,817 

icll Wcin  ^^l^.wV„^ 

914 

271 

827 

1,187 

8,903 

China 

137 

-81 

189 

226 

1,018 

Iridia 

108 

96 

81 

46 

737 

Japan  ^ 

5,649 

3,366 

2,318 

2,538 

32,071 

EU-15  (2) 

5,050 

4  236 

9^n 

68,477 

Other  EU  (Switzerland,  Russia, 
etc.1  (^) 

1.172 

852 

1.444 

937 

12.476 

Canada 

609 

-192 

-11 

92 

640 

USA 

4,318 

358 

1,395 

5,052 

42,285 

Australia 

535 

203 

181 

392 

247 

New  Zealand 

35 

54 

89 

-2 

399 

All  Others  (4) 

2,967 

612 

3,670 

2,240 

27,880 

Subtotal 

28,080 

13,705 

18,447 

21,804 

236,551 

FDI  in  Cambodia  (5) 

151 

1,236 

Reinvested  Earning  (Phil) 

120 

2 

191 

Inter-Company  Loans  (Phil) 

-278 

-278 

Reinvested  Earning  (Sing) 

3,834 

3,834 

Inter-Company  Loans  (Sing) 

293 

293 

Total 

28,231 

13,825  j 

18,447 

25,654 

241,826  1 

Note: 


Excludes:  (a)  total  FDI  in  Cambodia  (1995-2000);  (b)  reinvested  earn- 
ings in  Myanmar  (1995-2002);  (c)  reinvested  earnings  (1995-2002  & 
2004)  and  inter-company  loans  in  the  Philippines  (2004);  and  (d) 
reinvested  earnings  (2004)  and  inter-company  loans  (1995-1996  & 
2004)  in  Singapore. 

Includes  Austria,  Belgium,  Denmark,  Finland,  France,  Germany 
Greece,  Ireland,  Italy  Luxembourg,  the  Netherlands,  Portugal, 
Spain,  Sweden,  and  the  United  Kingdom. 
Refer  to  the  rest  of  Europe. 
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4.  Includes  Pakistan  and  the  rest  of  Asia,  Central  and  South  America, 
and  Others,  consisting  of  the  rest  of  the  world. 

5.  1995-2000  figures  are  aggregates. 
iSource:  ASEAN  Secretariat  (2006,  60) 

Similar  negative  implications  have  also  emerged  as  a  result  of  in- 
ivestment  liberalisation  in  the  region.  With  its  open  economic  policy,  for 
example,  ASEAN  has  made  FDI  an  important  component  to  achieve 
iits  development  objective.  In  reality,  however,  the  adoption  of  eco- 
momic  openness  is  used  mainly  by  FDI  from  non- ASEAN  coimtries 
iin  the  Southeast  Asian  region.  Data  in  Table  3,  for  example,  illustrates 
that  the  bulk  of  foreign  investment  between  1995  until  2004  in  South- 
east Asian  countries  came  from  non- ASEAN  member  countries.  Some 
member  coimtries,  for  instance,  although  still  lacking  domestic  finan- 
cial resources  to  support  their  export-oriented  economy,  have  even  re- 
lied on  FDI  as  a  cornerstone  of  their  industrial  growth. 

Although  recent  studies  show  that  there  is  a  very  clear  link  be- 
tween FDI  and  growth,^^  as  a  policy,  effort  to  attract  FDI  in  ASEAN 
has  been  made  with  little  regard  for  their  quality,  and  this  tends  to 
create  significant  problems  to  the  region  (Chandra  and  Chavez  2007, 
96).  From  its  experience  in  drawing  FDI  so  far,  it  is  also  important  to 
note  that  significant  inflows  of  FDI  are  not  necessarily  accompanied 
with  the  guarantee  of  technology  and  knowledge  transfers,  or  that  re- 
sources for  infrastructure  development  will  be  made  available  (Arnold 
2004,  7). 

Similar  concerns  also  apply  to  liberalisation  in  the  area  of  services. 
In  order  to  comply  with  the  requirements  of  the  WTO,  the  ASEAN 
Framework  Agreement  on  Services  (AFAS)  takes  a  General  Agreement 
on  Trade  in  Services  (GATS)-plus  approach.  As  with  many  developing 
countries  and  regions  in  the  world,  however,  ASEAN  is  a  net  importer 
of  services,  with  a  service  trade  deficit  reaching  as  much  as  USD  23  bil- 
lion in  2004  (Karmakar  2005,  16).  Of  the  total  of  FDI  in  the  service  sec- 
tor received  by  ASEAN  in  2004,  for  instance,  only  23.4%,  or  a  total  of 
USD  1,570.6  million,  out  of  the  total  of  USD  6,710.3  million  came  from 


See,  for  example,  Chowdury  and  Mavrotas  (2003)  and  Alfaro  el  ill.  (2006). 
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ASEAN  investors  (Lamberte  et  al,  2006,  14-15).  Although  as  a  block 
ASEAN  is  relatively  a  large  services  exporter,  thus  far  only  Singapore 
has  a  positive  net  export  ratio  (Findlay  2005,  173-176). 

While  it  is  true  that  services  comprise  an  increasingly  important 
sector  in  developing  countries  in  general  (constituting  about  50%  of  the 
developing  countries'  total  GDP),  estimating  the  negative  and  positive 
impacts  of  service  sector  liberalisation  is  difficult  due  to  the  lack  of  data 
on  the  trade  flov^s  of  services  sector  (Raghavan  2002). -j^g  i^^^  q£  ^^^^ 
has  made  it  impossible  for  most  ASEAN  member  countries  to  fulfill  all 
GATS  conditions,  let  alone  the  'GATS-plus'  approach  undertaken  by 
ASEAN  (Goh  2003).  Goh  also  adds  that  inappropriate  and  over-rapid 
liberalisation  in  the  services  sector  could  cause  a  range  of  problems  for 
developing  coimtries,  including  most  ASEAN  member  states,  such  as 
financial  instability  (resulting  from  opening  up  the  financial  sector  to 
the  vagaries  of  capital  flows  and  speculation),  unemployment  (due  to 
the  displacement  of  local  firms  by  the  entry  of  foreign  service  provid- 
ers), and  significant  net  foreign  exchange  outflows  (as  a  result  of  profit 
repati-iation  by  foreign  firms).i^  To  date,  the  region  is  still  being  given 
the  space  and  time  to  adjust  to  service  sector  liberalisation  due  to  the 
slow  progress  of  AFAS,  which  is  not  orUy  due  to  the  limited  political 
support  given  to  the  scheme  (Findlay  2005,  190),  but  also  because  of 
the  general  resistance  towards  trade  Liberalisation  by  wider  elements 
of  society  in  the  region. 

Moreover,  ASEAN  is  also  engaging  itself  in  alternative  forms  of 
tirade  and  investment  liberalisation  witii  its  external  parbiers  through 
the  so-called  Bilateral  Free  Trade  Agreements  (BFTAs)  or  Bilateral 
Economic  Parhiership  Agreements  (BEPAs).^^  While  policy-makers 


Prakash  et  al.  (1996: 120)  also  argue  that  "a  special  feature  of  trade  in  services  has  been  lacked  of 
disaggregated  data  on  them".  Services  are  normally  classified  as  a  separate  item  outside  mer- 
chandise and  form  part  of  the  current  account  statistics  in  most  countries'  balance  of  payments. 
The  difficulty  to  produce  relevant  analysis  on  the  ASEAN  services  sector  is  more  pronounced 
since  data  on  the  region's  services  transaction  are  hardly  available 

A  study  conducted  by  Kortland  (2006)  suggests  that  another  technical  challenge  facing  AFAS 
is  the  protection  of  the  rights  of  migrant  workers  in  the  region,  as  well  as  the  recognition  of  the 
importance  of  these  economic  actors  in  the  region. 

China,  Japan,  South  Korea,  the  US,  the  Australian-New  Zealand  Closer  Economic  relation  Trade 
Agreement  ANZCERTA)  and  the  European  Union  (EU)  are  some  of  the  countries  and  regional 
groupings  that  have  been  either  forming  or  is  sHll  nogoHating  BFTA  or  BEPA  with  ASEAN.  Fur- 
ther details  on  each  of  these  BR'As  and  /  or  BEPAs  are  available  from  the  official  website  of  the 
ASEAN  Secretariat  at:  http://wwwaseansec.org/4920.htm  (accessed  on  9  September  2009). 
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in  ASEAN,  such  as  the  former  ASEAN  Secretary  General,  Ong  Keng 
;Yong,  and  the  Indonesian  trade  minister.  Dr.  Mari  Pangestu,  are  con- 
evinced  that  BFTAs  can  be  used  as  a  means  to  lock  in  the  grouping  into 
more  complex  negotiations  with  its  trading  partners,  skeptics,  includ- 
ing former  Malaysian  premier.  Dr.  Mahathir  Mohammad,  contended 
that  such  a  policy  is  risky  to  pursue  as  it  may  provide  major  developed 
:coimtries  the  back  door  into  ASEAN  as  well  as  a  way  to  imdermine 
local  industries  in  the  region.  In  the  context  of  the  ASEAN-China  Free 
[Trade  Agreement  (ACFTA),  for  example,  Thailand's  agricultural  im- 
ports from  China  surged  by  about  180%,  which  generated  a  plunge  in 
local  fruit  and  vegetables'  prices  of  about  30-50%. 

While  it  is  true  that  this  economic  condition  could  lead  to  more 
efficient  production  in  the  long-rim,  policy-makers  have  overlooked 
the  short-term  negative  implications  of  the  ACFTA  that  severely  af- 
fect small  agricultural  producers  in  the  region.  The  danger  of  BFTAs 
is  more  apparent  when  countries  in  the  region  are  locked  into  BFTAs 
with  major  developed  countries,  such  as  the  US,  where  trade  Uberali- 
sation  is  pushed  at  an  accelerated  phase.  Despite  this,  coimtries  in  the 
Southeast  Asian  region  are  still  keen  to  pursue  this  trade  policy,  fear- 
ing that  they  will  be  left  behind  by  their  competitors  if  such  a  policy 
is  abandoned.  BFTAs  and  BEPAs  are,  therefore,  one  of  the  major  chal- 
lenges that  the  Association  has  to  face  at  the  moment,  and  will  dictate 
the  way  in  which  ASEAN  trade  policies  will  be  pursued  in  the  future. 

Overall,  it  has  been  well  argued  that  BFTAs  and  BEPAs  are  in 
general  detrimental  to  the  states',  particularly  the  developing  ones', 
objectives  in  achieving  sustainable  development  (Chandra  2005;  Khor 
2005).  Most  BFTAs  that  are  currently  implemented  or  under  negotia- 
tion, between  the  member  and  non-member  coimtries  of  ASEAN,  are 
very  imbalanced,  in  the  sense  that  many  of  these  agreements  are  be- 
tween a  developing  member  cotintry  of  ASEAN  and  a  more  developed 
ASEAN's  trade  partner.^'  Indeed,  the  relatively  weaker  ASEAN  mem- 
ber countries  tend  to  possess  limited  bargaining  power  when  BFTAs 
and  BEPAs  have  to  be  negotiated  with  larger  partners.  Market  access, 
for  instance,  remains  one  of  the  contentious  issues  in  the  BETA  and 
BEPA  negotiations. 


See  also,  for  example,  a  study  on  the  impacts  of  the  proposed  ASEAN-EU  free  trade  agreement 
by  Chandra  et  al.  (2007). 
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Nevertheless,  the  likely  outcome  of  many  BFTA  and  BEPA  negoti- 
ations between  ASEAN  members  and  non-members  is  greater  market 
access  for  the  latter,  but  little  for  the  former.  As  a  result,  the  objective 
of  ASEAN  developing  members  to  achieve  sustainable  development 
is  often  under  pressure  in  these  negotiations.  Currently,  ASEAN  is  still 
relatively  weak  economically  even  if  it  attempts  to  pursue  BFTA  and 
BEPA  negotiations  as  one  single  bloc  with  its  trade  partners. 

Meanwhile,  as  far  as  ASEAN's  major  economic  project  to  date — 
the  ASEAN  Economiic  Commimity  (AEC) — is  concerned,  the  scheme 
is  also  far  from  perfect.  The  inadequacy  of  the  AEC  becomes  more  pro- 
nounced when  weighed  against  the  challenges  that  the  grouping  must 
address  to  realise  a  more  people-centred  economic  commimity.  For  ex- 
ample, despite  recognition  to  poverty  as  a  key  problem  confronting 
the  region,  radical  economic  liberalisation  leading  towards  the  mak- 
ing of  the  AEC  does  not  necessarily  help  the  region  to  address  such  a 
problem.  While  it  is  true  that  Southeast  Asia  remains  one  of  the  most 
prosperous  regions  in  the  world,  with  the  average  high  per  capita  GDP 
of  around  USD  2,581.7,  inequality  still  persists  in  the  region.  The  data 
in  the  earlier  Table  2  also  indicate  that  while  poverty  levels  tend  to  be 
higher  in  the  so-called  CLMV  countries,  they  are  still  a  major  concern 
for  some  of  the  more  established  members,  notably  the  Philippines. 

There  are  also  a  host  of  other  examples  to  illustrate  the  distance 
between  the  AEC  grand  project  and  the  aspirations  and  concerns  of 
the  marginalised  economic  groups  and  societies.  As  an  effort  to  an- 
ticipate liberalisation  in  the  area  of  services  and  investment,  ASEAN 
gives  commitment  to  facilitate  the  freedom  of  movement  for  profes- 
sionals and  skilled  labours.  Despite  this,  the  grouping  fails  to  discuss 
the  importance  of  the  unskilled  and  semi-skilled  migrant  workers  that 
constitute  the  majority  of  migrant  workers  in  ASEAN.^^  The  content  of 
the  AEC  Blueprint,  which  guides  the  implementation  of  agreements 
leading  to  the  AEC  establishment,  is  a  testament  to  this  failure.  This  is 
not  to  mention  other  labour  that  is  often  displaced  as  a  result  of  stiff 
competition  between  firms  in  industries,  as  well  as  other  small  and 


In  Singapore,  which  is  n  migrnnl-ialxnir  dependent  country,  for  instance,  only  14%  of  migrant 
workers  are  classified  as  highly  skilled  professionals  or  specialists,  while  the  large  majority  of 
the  country's  migrant  workers,  or  about  867o  of  them,  are  still  classified  as  semi-skilled. 
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medium-sized  economic  actors  in  the  agriculture,  fisheries  and  other 
■  sectors.  There  are  also  wider  economic  concerns  that  are  not  clearly 
:  addressed  in  the  AEC  grand  project,  such  as  environmental  concerns 
i  (e.g.,  pollution  and  climate  change,  the  loss  of  biodiversity,  etc.),  the 
[protection  of  traditional  knowledge  amid  stionger  Intellectual  Prop- 
1  erty  Rights  (IPRs)  regime  tmder  the  new  economic  community,  as  well 
1  as  the  openness  and  tiansparency  in  the  economic  policy-making  pro- 
i  cesses  of  ASEAN. 

At  the  macro-economic  level,  AEC  is  also  confronted  with  the  chal- 
lenges to  increase  the  complementarity  of  economies  in  the  region.  The 
homogenous  nature  of  ASEAN  economies  often  blamed  for  relatively 
low  intia-regional  trade  (Table  4),  which,  at  the  end  of  2008,  stood  at 
26.8%.  Although  the  ASEAN  Secretariat  has  estimated  that  the  aver- 
age could  reach  as  much  as  30%  in  2010  (Basri  2005),  this  estimation  is 
still  far  below  the  average  of  intra-regional  trade  of  major  developed 
regions  in  the  world,  such  as  the  EU.  At  the  moment,  ASEAN  has  what 
it  refers  to  as  the  Priority  Integration  Sectors  (PIS),  which  is  an  effort  to 
identify  possible  economic  complementarities  among  and  accelerate 
integration  of  ASEAN  economies.  As  it  stands,  ASEAN  has  identified 
twelve  priority  sectors,  which  include  agro-based  products,  air  travel, 
automotives,  e-ASEAN,  electronics,  fisheries,  healthcare,  rubber-based 
products,  textiles  and  apparels,  tourism,  wood-based  products,  and  lo- 
gistics. While  this  is  an  encouraging  movement  on  the  side  of  ASEAN, 
the  key  to  addressing  the  low  intra-trade  level  does  not  only  rest  on  the 
effort  to  seek  economic  convergence  among  the  member  coimtries,  but 
also  the  way  in  which  development  gap  can  be  addressed  between  the 
^Ider  and  newer  ASEAN  member  countries. 

W  ASEAN  has  special  programs  to  'narrow  the  development  gap' 
between  the  CLMV  and  the  ASEAN-6  (ASEAN-5  plus  Brunei)  known 
as  the  Initiative  for  ASEAN  Integration  (lAI).  The  Initiative  was 
launched  in  November  2000,  and  covered  the  areas  of  infrastructure, 
human  resources  development,  information  and  communication  tech- 
nology and  economic  integration.  The  launching  of  such  an  initiative 
was  initially  aimed  at  allaying  fears  over  the  entry  of  the  newer  ASE- 
AN members  (or  the  CLMV)  that  could  further  set  back  the  grouping's 
earlier  integration  effort.  While  the  general  objective  of  lAI  is  to  pro- 
vide certain  flexibilities  to  CLMV  until  they  are  ready  to  be  at  the  same 
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pace  as  ASEAN-6,  such  an  initiative  also  means  that  ASEAN  considers 
the  entry  of  new  members  beneficial  because,  among  other  things,  it 
enhances  ASEAN's  bargaining  position  in  international  fora  (Pomfret 
1998,  8). 

Despite  this,  ASEAN  remains  incapable  of  mobilising  all  the  ne- 
cessary resources  to  finance  the  lAI.  In  May  2004,  the  ASEAN  Secre- 
tariat annoimced  that  due  to  lack  of  funding,  only  35%  of  projects  were 
accomplished,  with  programs  like  the  lAI  requiring  20%  more  funding 
(Lim  and  Walls,  2004).  Interesting  to  note  is  that  the  funding  deficit  is 
covered  by  mostly  non-ASEAN  countries.  The  main  fund  that  bank- 
rolls the  LAI,  the  ASEAN  Development  Fund  (ADF),  gets  more  contri- 
butions from  Japan  (USD  70  million)  than  from  the  ASEAN  members 
(USD  1  million  each),  raising  concerns  that  lAI  projects  may  be  unduly 
influenced  by  external  partners'  priorities  (Chavez  2007). 


Table  4.  ASEAN  Trade  by  Selected  Partner  Country/Region,  2008 


Partner  Country  / 
Region 

Value 

Share  to  Total  ASEAN  Trade 

Exports 

Imports 

Total  Trade 

Exports 

Imports 

Total  Trade 

ASEAN 

242,469.4 

215,579.8 

458,040.2 

27.6 

25.9 

26.8 

Japan 

104.871.8 

107,116.4 

211,988.2 

11.9 

12.9 

12.4 

EU-25 

112,948.3 

89,554.7 

202,503.0 

12.8 

10.8 

11.8 

China 

85,556.5 

106,976.6 

192,533.1 

9.7 

12.9 

11.3 

USA 

101,457.5 

79,735.8 

181,193.3 

11.5 

9.6 

10.6 

South  Korea 

34,937.5 

40,783.9 

75,721.5 

4.0 

4.9 

4.4 

Australia 

33,682.1 

17,907.7 

51,589.9 

3.8 

2.2 

3.0 

India 

30,082.8 

17,329.1 

47,411.9 

3.4 

2.1 

2.8 

Canada 

5,296.8 

5,128.9 

10,425.7 

0.6 

0.6 

0.6 

Russia 

2,703.3 

6,910.1 

9,613.4 

0.3 

0.8 

0.6 

New  Zealand 

4,161.0 

3,262.0 

7,423.0 

0.5 

0.4 

0.4 

Pakistan 

4,386.4 

460.1 

4,846.5 

0.5 

0.1 

0.3 

Total  selected 

partner  countries 

762,544.4 

690,745.2 

1,453,289.6 

86.7 

83.1 

85.0 

/  regions 

Others 

116,598.1 

140,483.9 

257,082.1 

13.3 

16.9 

15.0 

Total  ASEAN 

879,142.6 

831,229.1 

1,710,371.7 

100.0 

100.0 

100.0 

Source:  ASEAN  Secretarial  (n.d.). 


'DEVELOPMENT'  OPPORTUNITIES  IN  ASEAN 

There  are  a  number  of  'development'  opportunities  that  can  be 
exploited  by  ASEAN  in  order  to  advance  its  development  objectives. 
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These  opportunities  should  balance  the  desire  of  the  grouping  to  ad- 
1  vance  its  open  economic  regionalism  and  the  economic  concerns  of  the 
I  marginalised  commimities  in  the  region. 

The  first  opportimity  derives  from  the  existing  ASEAN  economic 
i  integration  initiatives  themselves.  While  it  is  tiue  that  there  are  numer- 
I  ous  gaps  in  the  existing  economic  integration  initiatives  of  the  group- 
i  ing,  regional  economic  integration  is  still  a  promising  tool  to  promote 
1  sustainable  development  in  the  region,  and  ASEAN  can  certainly  fa- 
1  cilitate  this  in  Southeast  Asia.  In  fact,  the  grouping  is  not  short  of  eco- 
nomic integration  initiatives  capable  of  lifting  nullions  out  of  poverty. 
For  this  to  happen,  however,  ASEAN  must  have  strong  political  will 
and  the  commitment  to  implement  fully  many  of  its  economic  integra- 
tion initiatives. 

In  addition,  the  grouping  should  also  consider  reforming  its  out- 
dated principle  of  non-interference,  which  often  claimed  by  observers 
of  ASEAN  and  the  region  to  have  clouded  progress  and  advancement 
in  the  region  (Chandra  2008b,  13).  In  relation  to  this,  member  coimtries 
should  also  put  aside  the  issue  of  sovereignty  and  excessive  national 
interests,  particularly  as  each  cormtry  in  the  region  cannot  stand  on 
its  own  alone,  while,  at  the  same  time,  challenges  that  corvfront  these 
countries  are  similar  in  nature.  Reconstructing  ASEAN  certainly  re- 
quires these  elements  to  be  adjusted  in  the  future  modus-operandi  of  the 
Association's  economic  cooperation. 

The  second  development  opportunity  lies  in  the  effort  to  empower 
marginalised  groups.  ASEAN  has  given  its  commitment  to  pursuing 
open  economic  regionalism,  and  there  is  little  way  that  the  grouping 
would  favour  an  alternative  approach  to  development.  Policy-makers 
in  the  region  should  be  reminded,  however,  that  the  pursuit  of  such  ag- 
gressive economic  liberalisation,  although  made  for  the  purpose  of  ad- 
vancing economic  development  in  the  region,  may  bring  about  detri- 
mental effects  to  the  marginalised  sectors  of  the  society.  As  mentioned 
in  the  earlier  section,  the  facilitation  given  to  the  large  economic  actors 
and  professionals  should  also  be  extended  to  those  easily  marginalised 
from  grand  economic  project  of  the  Association. 

In  the  agriculture  sector,  for  example,  ASEAN  and  its  grand  eco- 
nomic projects  could  certainly  be  welcomed  by  small-scale  farmers 
should  it  prove  able  to,  for  example,  initiate  joint  production  projects 
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as  a  target  for  agricultural  cooperatives  and  SMEs  development.  This 
would  not  only  facilitate  the  exchange  of  information  and  knowledge 
among  farmers  and  farm  workers  throughout  the  region,  but  also  to 
encourage  joint  production,  which  would  also  be  complementary  to 
the  grouping's  efforts  at  improving  its  intra-regional  trade.  Similar 
recogrution  should  also  be  given  to  expanding  numbers  of  migrant 
workers  in  the  region.  Undocumented  or  irregular  migration,  for  in- 
stance, has  become  major  economic,  social,  humanitarian,  political  and 
security  dilemma  for  many  coimtries  in  the  region.  Official  recognition 
given  to  the  semi-skilled  migrant  workers  in  the  region  could  help  ease 
political,  economic  and  social  tension  in  the  region. 

The  third  'development'  opportunity  derives  from  the  effort  to 
manage  the  negative  impacts  of  economic  integration.  While  it  is  true 
that,  officially,  the  social  costs  of  the  economic  integration  are  ad- 
dressed under  the  ASEAN  Socio-Cultural  Community  (ASCC)  piUar 
of  cooperation,  there  has  been  minimal  effort  by  the  member  authori- 
ties to  link  up  initiatives  on  the  economic  front  and  social-cultural 
initiatives.  There  is  certainly  increased  awareness  among  officials  in 
ASEAN  about  the  need  to  estabUsh  social  safety  nets  and  protection 
programmes  to  minimise  the  impacts  of  economic  globaHsation  and 
regional  integration  at  the  national  level.^^  However,  the  achievement 
of  such  programmes  is  often  faced  with  difficulties  due  to  financial  and 
himian  resource  constraints  both  at  the  regional  and  national  levels. 

So  far,  ASEAN  has  an  arm-length  body,  known  as  the  ASEAN 
Foundation,  which  deals  with  the  grouping's  socio-cultural  coopera- 
tion and  works  to  address  challenging  issues,  such  as  unequal  eco- 
nomic development,  poverty  alleviation  and  socio-economic  dispari- 
ties. Unfortunately,  minimal  attention  has  been  paid  by  the  member 
governments  to  the  potential  of  the  Foundation  in  playing  more  active 
role  in  promoting  the  development  objectives  of  ASEAN  (Chandra 
2007).  To  date,  the  Foundation  has  to  rely  on  funding  from  sources 
outside  ASEAN,  including  private  firms  such  as  Microsoft,  to  remain 
afloat  and  to  carry  out  its  activities. 


As  articulated  by  Puspanathnn  Siindram,  the  Deputy  Secretary  General  of  ASEAN  for  ASEAN 
Economic  Community,  in  an  informal  discussion  with  the  author  that  took  place  at  the  ASEAN 
Secretariat,  in  Jai<arta,  in  April  2009. 
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The  effort  to  develop  regional  economic  solidarity  is  central  to  the 
I  fourth  development  opportunity  for  ASEAN.  For  this  to  happen,  how- 
;  ever,  ASEAN  needs  to  deliver  programs  and  policies  that  are  relevant 
I  for  people  in  the  region.  Apart  from  encouraging  economic  comple- 
I  mentarities  among  the  economies  of  Southeast  Asia,  regional  economic 
I  solidarity  helps  the  Association  to  advance  common  regional  policies 
,  and  positions  at  the  international  level.  For  example,  common  regional 
[  positions  in  trade  negotiations,  which  are  still  largely  absent  in  ASE- 
AN, will  help  ASEAN  members  with  weaker  negotiation  skills  as  well 
1  as  strengthening  the  grouping's  standing  as  a  bloc.  Apart  from  that, 
having  common  positions  would  also  enable  ASEAN  to  better  manage 
different  country  interests,  which,  hopefully,  would  better  represent 
those  of  the  weaker  ones. 

Historically,  however,  ASEAN  members  barely  showed  coiiunon 
positions  in  multinational  trade  negotiations.  In  the  WTO  agricultural 
negotiations,  for  example,  the  position  of  h-idonesia  and  the  Philippines 
that  favour  the  so-called  Special  Products  (SPs)  and  Special  Safeguard 
Mechanism  (SSM)  to  minimise  the  negative  impacts  of  agricultural  im- 
ports flooding  into  developing  country  markets  is  often  challenged  by 
Thailand  and  Malaysia,  two  ASEAN  coimtries  with  strong  agricultural 
export  interests.  Aside  from  re-evaluating  how  they  relate  with  each 
other,  ASEAN  members  should  move  beyond  managing  competition, 
embark  on  more  proactive  regional  projects  and  take  common  posi- 
tions in  international  fora. 

Related  to  the  fourth  point  above,  the  final  'development'  oppor- 
tiinity  for  ASEAN  depends  on  its  ability  to  promote  transparency  and 
inclusiveness  in  the  policy-making  process.  Given  the  increased  push 
by  civil  society  to  reform  ASEAN  in  recent  years,  the  grouping  has 
indeed  made  some  improvements  in  engaging  with  wider  sections  of 
society.  Apart  from  the  recentiy  launched  ASEAN  charter^^  tiiat  re-af- 
firms the  Association's  commitment  to  become  a  more  people-oriented 

"  After  its  adoption  at  the  12"'  ASEAN  Summit  on  January  2007,  the  ASEAN  Charter  finally  came 
into  force  on  January  2009.  It  is  the  'constitution'  that  serves  as  the  legal  institutional  frame- 
work through  which  ASEAN  could  achieve  its  goals  and  objectives.  In  essence,  the  Charter 
helps  to  codify  all  ASEAN's  norms,  values,  as  well  as  reaffirms  many  other  agreements  the 
grouping  signed  prior  to  the  establishment  of  this  key  document.  'The  content  of  the  ASEAN 
Charter  is  available  from  the  official  website  of  the  ASEAN  Secretariat:  http;/ /www.aa£aDae£. 
org/ASEAN-Charter.pdf  (accessed  on  9  September  2009). 
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organisation,  many  ASEAN  policy-makers  are  also  of  increasing  re- 
alisation of  the  importance  of  civil  society  in  complementing  its  deve- 
lopment objectives.  However,  it  remains  to  be  seen  as  to  how  ASEAN 
is  capable  of  opening  its  door  to  welcome  inputs  and  deeper  engage- 
ment from  civil  society.  Among  other  things,  the  majority  of  ASEAN 
member  countries  still  consider  working  with  civil  society  as  taboo. 
Besides,  ASEAN  has  shown  a  willingness  to  accommodate  inputs  from 
and  work  with  civil  society  groups  only  insofar  as  the  latter  is  capable 
of  working  under  the  grouping's  terms  and  conditions. 

CONCLUSION:  POLICY  RECOMMENDATIONS  FOR  SUSTAIN- 
ABLE DEVELOP  MENT  IN  ASEAN 

The  attainment  of  development  has  always  been  a  rhetorical  aim 
of  ASEAN  economic  cooperation  schemes.  Internal  and  external  coo- 
peration, including  AFTA,  AFAS,  ALA,  AEG  and  BFTAs  or  BEPAs,  are 
all  aimed,  at  least  on  paper,  at  achieving  equitable  economic  develop- 
ment, as  well  as  the  reduction  of  poverty  and  socio-economic  dispari- 
ties. It  is  for  this  reason  that  the  potential  of  ASEAN  to  become  a  'de- 
velopment-oriented regional  organisation'  has  not  yet  materialize.  The 
region  is  stiU  vulnerable  to  severe  poverty,  while  unequal  development 
is  still  prevalent  not  only  between  different  countries  in  the  region,  but 
also  within  individual  counti-ies.  Furtiiermore,  altiiough  UberaUsation 
has  the  potential  of  bringing  about  economic  benefits  in  the  long-term, 
the  decision  to  adopt  such  a  policy  by  the  region's  policy-makers  often 
generates  short-term  negative  impUcations  harmful  to  the  welfare  of 
the  small  economic  actors. 

As  such,  ASEAN  still  has  the  ability  to  advance  its  sustainable  de- 
velopment ambitions.  In  order  to  achieve  this,  however,  policy-makers 
in  the  region  need  to  take  into  account  the  following  issues: 

1.  Balance  the  desire  of  the  Association  to  adopt  the  principle  of 
open  regionalism,  on  the  one  hand,  and  tiie  imperative  to  lift 
millions  out  of  poverty,  on  the  other; 

2.  Provide  the  necessary  political  and  economic  commitinents  to 
the  full  implementation  of  various  socio-economic  initiatives, 
such  as  social  safety  net,  to  minimize  the  impacts  of  economic 
globalisation  and  regionalisation; 
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3.  Reform  ASEAN's  outdated  principle  of  nori-interference  that 
often  hinders  the  progress  of  economic  advancement  in  the 
region.  Poverty  is  a  collective  concern  of  the  member  coun- 
tries, and,  as  such,  could  be  better  tackled  collectively  by  the 
members  of  the  Association; 

4.  Recognise  the  importance  of  marginalised  economic  groups 
in  its  economic  policy-making  process.  In  practice  this  can  be 
done  in  many  ways  including,  for  example,  the  recognition  of 
non-professional  migrant  labourers  that  make  up  the  majority 
of  inter-state  employment  in  the  region; 

5.  Encourage  greater  economic  solidarity  and  the  pursuance  of 
common  regional  policies  and  positions  at  voider  multilateral 
fora  among  the  member  countries; 

6.  Democratise  the  economic  policy-making  process.  While  there 
are  now  significant  improvements  in  the  quantity  of  engage- 
ment between  policy-makers  and  regional  stakeholders,  the 
quality  of  such  interactions  can  still  be  improved  and  expan- 
ded. 
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THE  IMPLEMENTATION  OF 
INDONESIA'S  COASTAL  ZONES  AND  SMALL 
ISLAND  MANAGEMENT  ACT  (2007)  ^* 

Hasjim  Djalal 


BACKGROUND 


Indonesia  is  very  concerned  about  the  management  of  coastal 
zones  and  small  islands,  in  view  of  the  destruction  caused  by  human 
activities  and  global  climate  change.  The  concern  is  particularly  se- 
rious due  to  the  excessive  exploitation  of  the  resources  of  the  coastal 
areas  and  small  islands,  legally  or  illegally  without  proper  consider- 
ation for  the  environmental  sustainabiHty  and  there  is  not  enough  at- 
tention being  paid  to  the  interest  of  local  coastal  population  and  their 
tradition.  Moreover,  in  the  past  the  management  of  coastal  zone  and 
smaU  islands  have  not  been  properly  reflected  or  integrated  into  na- 
tional planning  system. 

The  global  cUmate  change  which  has  caused  global  warming  and 
sea  level  rise  would  certainly  affect  Indonesia— a  country  comprising 
thousands  of  smaU  and  low  lying  islands  with  thousands  of  miles  of 
coastHnes.  Some  Indonesian  scientists  have  already  calculated  and 
predicted  that  by  2010  Indonesia  could  lose  some  7,408  km^  of  land 
as  the  result  of  sea  level  rise  of  0.4  meter  within  the  last  several  years. 
If  the  trend  continues,  by  2050  Indonesia  may  lose  30,120  km^  of  land 
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irea  due  to  sea  level  rise  of  0.56  m.  By  2100,  the  sea  level  rise  of  1.1  m 
may  cause  Indonesia  to  lose  some  90,260  km^  of  land  in  coastal  areas 
and  low-lying  small  islands  {Media  Indonesia,  30  October  2009). 

As  an  example  of  these  changes,  the  total  area  of  Bali  Island  that 
is  now  5,632  km^  in  width  would  become  5,345  km^  by  2020,  and  by 
2080  the  remaining  land  in  Bali  would  be  5,075  km^  or  would  have 
lost  557  km^  of  land  area.  The  impact  would  also  be  felt  in  other  areas, 
including  in  Jakarta.  The  Jakarta  Soekarno-Hatta  international  airport 
in  Cengkareng  is  predicted  to  go  lower  than  sea  level  by  2030  or  even 
earlier.  Moreover,  some  Indonesian  experts  at  the  Indonesian  Meteo- 
rology, Climatology  and  Geophysics  Agency  have  indicated  that  the 
temperature  in  Java  will  most  likely  increase  to  between  29°  and  30°C 
:on  average  by  2015  from  the  current  average  of  28°  to  29°C. 

This  situation  will  increase  the  frequency  of  floods,  storms,  and 
llandslides.  This  wiU  eventually  cause  small  islands  surroimding  Java 
tto  go  down,  and  thus,  affect  water  supply  quality.  More  areas  will  ac- 
ccordingly  have  salty  water,  which  in  the  long  run  will  severely  impact 
tthe  coimtry's  agricultural  sector  and  increase  the  risk  of  contracting 
^widespread  commimicable  diseases,  such  as  diarrhea  and  malaria  {The 
j Jakarta  Post,  4  November  2009). 

The  rise  of  sea  level  would  certainly  not  only  affect  Indonesian 
I  transportation  and  port  system,  but  also  worsen  the  destruction  of 
c  coastal  ecosystem,  increase  the  loss  of  habitat  and  marine  species,  and 
I  reduce  the  productivity  of  agriculture  and  fisheries.  As  mentioned 
(earlier,  Indonesia  has  been  predicted  to  lose  many  islands  and,  as  a 
1  case  in  point,  by  2100  Nusa  Penida  Island  of  Bali  may  be  lost,  together 
•with  many  other  islands  all  over  the  Indonesian  archipelago. 

Similar  situation  could  also  take  place  in  the  low  lying  coastal  area 
.  of  other  coimtries  in  Southeast  Asia,  such  as  the  Philippines,  Cambo- 
i  dia,  Thailand,  Vietnam  and  others. 

On  the  global  scale,  it  is  common  knowledge  that  the  earth  tem- 
perature is  getting  higher  and  the  ice  in  the  Arctic  and  Antarctic,  Hi- 
malayas, and  even  in  Kilimanjaro  (Africa)  and  Puncak  Wijaya  (Papua) 
has  been  melting  and  may  be  vanishing  in  the  next  50  years  or  so.  If  the 
,  current  trends  are  not  abated,  it  is  possible  that  the  global  temperature 
^  may  increase  by  2°C  by  2050,  and  this  could  result  in  a  fifty  cm  rise  of 
sea  level.  This  would  cause  damage  and  loss  of  some  USD  28  trillion  to 
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some  136  biggest  port  cities  in  the  world.  Some  recent  studies  even  in- 
dicate that  over  the  past  25  years  temperatures  have  gone  up  at  a  rate  of 
0.19°C  per  decade,  placing  the  earth  on  track  for  global  mean  warming 
of  as  high  as  7°C  this  century  (The  Strait  Times,  25  November  2009). 

At  the  end  of  summer  in  September  1980 — towards  the  end  of  the 
negotiations,  before  the  adoption  of  UNCLOS  1982— the  North  Pole 
was  covered  by  3.01  million  square  miles  of  ice.  In  1999  this  has  been 
reduced  to  2.39  million  square  miles,  in  2005  to  2.16  million  square 
miles,  and  in  2008  to  only  1.81  million  square  miles  of  ice  (National 
Geographic,  May  2009).  A  similar  situation  could  also  be  observed  in  the 
Antarctic,  Himalaya  and  other  places.  East  Antarctic  ice  sheet  has  been 
losing  57  billion  tons  a  year  since  2007,  compared  to  132  billion  tons 
loss  a  year  in  West  Antarctic  and  273  billion  tons  in  Greenland. 

The  smaller  West  Antarctic  and  Greenland  Ice  sheets  contained 
enough  water  to  each  push  up  the  global  ocean  mark  by  about  6  to  7 
m  if  they  melt  completely  The  melting  of  the  entire  East  Antarctic  ice 
sheet  could  raise  sea  level  by  much  more,  about  50  to  60  m  (Tlie  Strait 
Times,  24  November  2009).  On  the  other  side  of  the  spectnm\,  some 
lakes  would  dry  up.  The  surface  level  of  the  Dead  Sea  in  the  Middle 
East,  for  instance,  has  been  plunging  by  about  a  meter  a  year  and  could 
dry  out  by  2050  (The  Strait  Times,  25  November  2009).  About  85%  of  the 
ice  that  covered  Kilimanjaro  in  1912  had  disappeared  and  it  is  predict- 
ed that  it  will  completely  disappear  in  the  next  20  to  30  years  (Kompas, 
7  November  2009). 

The  increasing  warmth  of  the  earth— which  means  higher  sea 
level— has  threatened  the  coral  reefs..  Hence,  fisheries  resources  are 
affected  and  the  coastal  areas  and  its  environment,  particularly  of  the 
small  low  lying  islands  are  also  increasingly  threatened.  Indonesia 
alone  could  lose  about  2000  islands  by  2030  if  tlie  sea  level  continues  to 
rise.  Yet,  so  far  no  sufficient  mitigation  and  adaptation  efforts  are  being 
taken.  Some  countries  in  the  Pacific— like  Tuvalu  and  Kiribati— and  in 
the  Indian  Ocean— like  the  Maldives— are  facing  serious  problems. 
Besides  losing  many  of  its  islands,  Indonesia— in  particular  Jakarta- 
will  face  the  same  threat:  the  rise  of  sea  water  level  will  drown  its  In- 
ternational Airport  as  earlier  as  2016. 

Indonesia  and  other  participants  of  the  Workshop  on  Managing 
Potential  Conflicts  in  the  South  China  Sea  have  taken  a  collective  ac- 
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ion  by  informally  developing  a  cooperative  programme  to  stiidy  the 
ise  of  sea  water  level  and  the  climate  change  in  the  context  of  promo- 
ing  cooperation  on  marine  environment  in  the  South  China  Sea. 

JNCLOS  1982  PROVISIONS 

In  this  context,  it  is  important  to  recollect  some  provisions  of  UN- 
ZLOS 1982  regarding  the  protection  and  the  preservation  of  marine  en- 
vironment, including  for  the  management  and  protection  of  the  coastal 
:;one,  small  islands  and  the  coral  area,  such  as: 

•  Article  192:"States  have  the  obligation  to  protect  and  preserve 
the  marine  environment" ; 

•  Article  193:  Although  states  have  the  sovereign  rights  to  ex- 
ploit their  natural  resources,  they  should  do  so  "in  accordance 
with  their  duty  to  protect  and  preserve  the  marine  environ- 
ment"; 

•  Article  194  (5):  In  taking  measures  to  prevent,  reduce  and  con- 
trol pollution  of  the  marine  enviroriment,  states  should  also" 
protect  and  preserve  rare  or  fragile  ecosystem  as  well  as  the 
habitats  of  depleted,  threatened  or  endangered  species  and 
other  forms  of  marine  life"  ; 

•  Article  197:  "States  shall  cooperate  on  global  basis  and,  as  ap- 
propriate, on  a  regional  basis. .  .in  formulating  and  elaborating 
international  rules,  standards  and  recommended  practices  and 
procedures  for  the  protection  and  preservation  of  the  marine 
environment. . . ."; 

•  Article  200:  States  shall  cooperate...  for  the  purposes  of  pro- 
moting studies,  undertaking  programmes  of  scientific  research 

ar\d  shall  endeavour  to  participate  actively  in  regional 

and  global  programmes  to  acquire  knowledge  for  the  assess- 
ment of  the  natiire  and  extent  of  pollution,  exposure  to  it,  and 
its  pathways,  risks  and  remedies"; 

•  Article  202  and  203  stipulate  that  developing  states  shall  be 
assisted  through  technical  assistance  and  other  measures  in 
protecting  and  preserving  the  marine  environment. 
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In  view  of  the  above,  particularly  the  obligation  of  states  par- 
ties to  UNCLOS  1982  to  protect  and  preserve  the  marine  environment 
and  the  specific  location  of  Indonesia  as  the  largest  Archipelagic  State 
in  the  world,  lying  between  two  oceans.  President  Susilo  Bambang  Yu- 
dhoyono  of  Indonesia,  since  taking  office  at  the  end  of  2004,  has  seen 
the  need  to  protect  the  oceans  within  the  context  of  climate  change  and 
its  influence  on  Indonesian  coastal  areas  and  the  survival  of  the  Indo- 
nesian coral  reefs.  In  this  context,  Indonesia  has  also  committed  itself 
to  cut  its  greenhouse  gas  emission  by  26%  by  2020,  using  its  own  state 
budget,  and  could  slash  the  emission  by  41%  from  the  energy  and  fo- 
restry sectors  with  the  aid  of  rich  nations  {The  Jakarta  Post,  4  November 
2009). 

INDONESIAN  INITIATIVES 

Due  to  the  above-mentioned  situations,  Indonesia  has  established 
a  Directorate  General  for  the  Management  of  Coastal  Zones  and  Small 
Islands  under  the  Ministry  of  Ocean  Affairs  and  Fisheries  and  has  en- 
acted Law  No.  27  of  2007  dated  17  July  2007  on  the  Management  of 
Coastal  Zone  and  Small  Islands.  "Sustainability"  is  one  of  the  basic 
principles  of  this  Law,  which  includes  that: 

•  The  utilization  of  natural  resources  must  not  exceed  their  re- 
generation capacity. 

•  The  utilization  of  the  resources  must  not  sacrifice  the  needs  of 
the  future  generation. 

•  The  utilization  of  the  resources  whose  impacts  have  not  been 
known  must  be  with  caution  and  supported  by  sufficient  sci- 
entific research. 


Indonesia  is  very  concerned  with  these  matters,  especially  be- 
cause it  strides  the  so-called  highway  of  the  Ocean,  between  the  Indian 
and  the  Pacific  Oceans.  Some  40  millions  of  Indonesians  are  estimated 
to  live  in  coastal  areas  of  less  than  10  m  above  sea  level.  So  do  other 
countries  in  the  area  that  are  also  rich  with  coral  resources  (the  Philip- 
pines, Malaysia,  Timor  Leste,  PNG  and  Solomon  Islands,  the  so-  called 
Coral  Tria?tgle  Countries).  The  coral  triangle  region  covers  only  about 
2%  of  the  surface  of  the  World  Oceans,  yet  it  contains  some  76%  of  all 
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the  coral  species  on  earth.  The  area  is  about  5.7  million  km^  covering 
the  waters  of  several  states.  It  is  globally  home  to  marine  biodiversity 
with  more  than  600  coral  species  and  some  3000  fish  species,  and  about 
50%  of  the  world  reef  fish  species.  It  is  inhabited  by  some  120  million 
people  who  are  dependent  upon  fisheries  for  their  livelihood  and  in- 
come. The  value  of  coral  resources  in  that  area  is  calculated  about  USD 
2.3  billion  annually.  It  is  also  one  of  the  areas  that  are  most  critically 
threatened  by  climate  change,  over  fishing  and  illegal  fishing  activities 
as  weU  as  by  unsustainable  coastal  development  and  pollution,  both 
from  land-  and  sea-based  sources. 

Indonesia  has  some  61,000  km^  of  the  coral  reefs  that  could  ab- 
sorb 73.5  million  tons  of  CO^per  year.  In  addition,  Indonesia  also  has 
some  93.000  km^  of  mangrove  forest  which  could  also  absorb  some  75.4 
million  tons  of  annually.  Abotinded  with  such  marine  resources, 
Indonesia  and  some  other  countries  have  supported  and  have  taken 
initiatives  on  regional  and  global  levels  to  deal  with  the  following 
matters: 

Ocean  Conference  and  CTI  (Coral  Triangle  Initiative) 

•  In  the  meeting  of  the  APEC  Ministers  of  Oceans  and  Fisher- 
ies in  BaH  in  September  2005,  an  APEC  Bah  Plan  of  Action  on 
Oceans  was  approved; 

•  President  Susilo  Bambang  Yudhoyono  later  sent  a  message 
to  the  Biological  Biodiversity  Conference  in  Brazil  in  2006  ex- 
pressing the  importance  of  conserving  biodiversity  and  an- 
nounced Indonesian  commitment  to  achieve  10  million  ha  of 
Marine  Protected  Areas  (MPA)  by  2010  and  20  million  ha  of 
MPA  by  2020.  Significantly,  during  the  World  Ocean  Confer- 
ence (WOC)  in  Manado  in  May  2009,  Indonesia  has  achieved 
and  declared  13.4  million  ha  of  Marine  Protected/ Conserva- 
tion areas,  the  last  was  in  Sawu  Sea,  thus  bypassing  the  target 
for  2010; 

•  He  also  announced  the  intention  of  Indonesia  to  organise  the 
World  Ocean  Conference  in  Manado  in  May  2009; 

•  President  Susilo  Bambang  Yudhoyono  later  also  sent  a  mes- 
sage to  the  APEC  meeting  in  Sydney  in  September  2007  pro- 


114 


THE  INDONESIAN  QUARTERLY,  Vol.  38,  No.  1, 2010 


posing  an  initiative  to  promote  cooperation  of  the  six  Coral 
Triangle  Countries.  The  APEC  Meeting  later  on  welcomed  the 
CTI  in  its  Declaration  in  2007; 

•  During  the  13''^  COP  (Conference  of  the  Parties)  of  the  United 
Nations  Framework  Convention  on  Climate  Change  (UNFC- 
CC)  in  Bali  in  December  2007,  there  was  one  of  Ocean  Topics 
namely.  Coral  Triangle  Initiative  as  suggested  by  Indonesia; 

•  During  the  14'»^  COP  of  UNFCCC  in  Poland  in  2008  the  Ocean 
Issues  were  barely  discussed  out  of  so  many  sessions. 

Indonesia  also  proposed  that  the  six  Coral  Triangle  Coimtries 
have  a  summit  Meeting  during  the  Manado  Ocean  Conference  in  2009 
to  give  the  highest  possible  political  commitment  to  protect  the  corals 
in  the  six  countries,  which  took  place  on  15  May  2009. 

World  Ocean  Conference  (WOC) 

The  World  Ocean  Conference  (WOC)  was  organised  in  Manado 
on  11-15  May  2009.  With  Oceans  and  Climate  Change  as  its  theme, 
the  Conference  was  widely  regarded  as  very  successful.  There  was  no 
opposition  either  domestically  or  regionally  or  internationally  that  ex- 
pressed criticism  or  opposition  to  the  Conference.  The  Conference,  at- 
tended by  more  than  420  delegates  from  87  countries  and  international 
intergovernmental  organisations,  had  resulted  in  the  Manado  Ocean 
Declaration  (MOD).  The  Declaration  expressed  the  commitments  made 
by  the  participants  to  protect  and  preserve  the  marine  environment  of 
the  oceans. 

While  the  Declaration  contains  some  13  considerations  and  21 
points  of  political  commitments,  it  also  welcomes  the  efforts  of  tlie 
Coral  Triangle  Initiative  as  one  of  the  means  to  carrying  forward  the 
visions  of  the  2009  WOC  and  reiterates  the  importance  of  achieving 
an  effective  outcome  of  the  15"^  UNFCCC  in  Copenliagen  at  the  end  of 
2009,  and  invites  them  to  consider  how  the  coastal  and  ocean  dimen- 
sions could  be  appropriately  reflected  in  their  decisions. 

It  is  also  interesting  to  note  that  a  number  of  academic  sympo- 
siums on  oceans  have  also  taken  place  during  the  2009  WOC.  Hun- 
dreds of  papers  written  by  Indonesians  as  well  as  world  scientists  were 
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discussed  on  the  side  lines.  Indonesia  also  took  the  opportunity  to  in- 
crease the  awareness  of  the  Indonesian  people  to  ocean  affairs  by  or- 
ganising writing  competition  on  ocean  matters.  A  total  of  320  articles 
were  written  by  56  journalists  at  both  national  and  provincial  levels, 
plus  86  articles  by  61  non  journalist  writers  from  all  over  the  country. 

CTI  (Coral  Triangle  Initiative) 

At  the  end  of  the  WOC,  a  summit  meeting  of  the  six  Coral  Tri- 
angle Countries  was  held  on  15  May  2009.  The  Summit  also  produced 
the  Coral  Triangle  Initiative  Declaration  on  coral  reefs,  fisheries,  and 
food  security.  The  Declaration  emphasized  the  need  for  collaborative 
actions.  They  also  agreed  on  CTI  Regional  Plan  of  Actions  to  conserve 
and  sustainably  manage  coastal  and  marine  resources  within  the  Coral 
Triangle  region.  They  also  agreed  to  establish  the  Secretariat  for  the 
coral  reefs,  fisheries,  and  food  security  and  cooperation  in  the  CTI.  The 
CTI  has  been  positively  received  by  the  CTI  partners  particularly  by 
the  USA,  Australia,  World  Bank  Global  Environmental  Fimd  (GET), 
Asian  Development  Bank,  various  non-governmental  organizations 
particularly  the  Conservation  International  (CI),  The  Nature  Conser- 
vancy (TNC),  World  Wildlife  Fimd  (WWF)  and  other  supporters. 

It  was  later  imderstood  that  some  contributions  have  been  com- 
mitted by  the  CTI  coimtries  and  their  supporters  to  implement  the  CTI 
Regional  Plan  of  Actions.  For  instance,  during  the  Simmiit  meeting, 
Indonesia  has  committed  to  contribute  USD  5  million  to  the  CTI,  the 
Philippines  USD  5  million,  the  PNG  USD  2  milUon,  Malaysia  USD  1 
million,  Australia  AUD  2  miUion,  the  GEF  USD  63  million,  and  the  US 
USD  41  million.  In  addition  each  CTI  countries  have  also  developed 
their  own  respective  National  Plan  of  Actions  to  protect  and  conserve 
the  coral  reef  in  their  own  respective  countries. 

It  could  also  be  mentioned  that  some  Triangle  Countries  are  now 
in  the  process  of  implementing  their  national  and  regional  Plans  of 
Actions.  They  should  actively  and  seriously  seek  cooperation  from  the 
regional  and  international  community  to  help  and  cooperate  in  pro- 
moting cooperation  on  the  protection  and  preservation  of  the  coral 
reefs  in  the  triangle  area.  In  that  context,  the  coral  triangle  countries 
are,  in  essence,  also  promoting  the  protection  and  the  preservation  of 
the  marine  environment  as  stipulated  in  various  articles  of  UNCLOS 
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1982  which  most  countries  in  the  region  and  in  the  world  have  already 
ratified. 

They  should  also  expedite  the  agreement  on  the  establishment  of 
the  CTI  Secretariat  and  activate  more  vigorously  their  respective  na- 
tional Secretariat  in  order  to  promote  regional  and  international  coope- 
ration on  coral  reef  management  and  preservation  as  stipulated  by  the 
UNCLOS  1982  and  other  Conventions  and  Agreements  on  Oceans  and 
the  Seas.  Hopefully,  the  15"^  COP  of  the  UNFCC  in  Copenhagen  in  De- 
cember 2009  will  also  seriously  consider  how  the  coastal  and  ocean 
dimensions,  including  the  protection  of  the  coral  reefs,  could  be  appro- 
priately reflected  in  their  decision,  as  expected  by  the  Manado  Ocean 
Declaration  of  14  May  2009. 

lUU  (Illegal,  Unregulated,  and  Unreported)  Fishing 

Indonesia  is  also  concerned  with  the  increasing  problems  of  lUU 
Fishing  in  the  region.  In  this  context,  in  cooperation  with  its  neigh- 
bours, hidonesia  has  been  cooperating  in  the  context  of  Arafura  and 
Timor  Sea  Experts  Forum  (ATSEF)  and  in  Sulu-  Sulawesi  Marine  Eco- 
Region  (SSME). 

Indonesia  also  took  the  initiatives  to  join  various  Regional  Fisher- 
ies Management  Organizations  (RFMO's),  such  as  the  hrdian  Ocean 
Tuna  Commissions  (lOTC)  and  the  Commission  for  the  Conservation 
of  Southern  Bluefin  Tuna  (CCSBT).  In  May  2008  the  Indonesian  ParHa- 
ment  also  ratified  the  UN  Fishstock  Agreement  of  1995,  implementing 
the  UNCLOS  1982  provisions  on  the  management  of  sti-addling  fish 
stocks  and  highly  migratory  species,  like  timas.  Hopefiilly  Indonesia 
would  also  ratify  in  the  immediate  fiiture  the  Honolulu  Convention 
2000  establishing  the  Western  and  Central  Pacific  Fisheries  Commis- 
sion (WCPFC). 

Regretfiilly  while  Indonesia  was  instrumental  and  very  active  in 
negotiating  the  1995  UN  Fish  Stocks  Agreement  and  the  2000  Honolulu 
Convention  and  the  establishment  of  the  WCPFC,  Indonesia  now  is  ihe 
only  West  Pacific  counti-y  that  has  not  joined  the  WCPFC.  It  should  be 
noted  that  tuna  resources,  one  of  the  most  important  marine  fisheries 
resources  in  the  world,  are  also  facing  over  fishing  worldwide,  particu- 
larly for  Sashimi  market  in  Japan,  China,  Western  Europe  and  North 
America.  All  kinds  of  tuna  are  highly  migratory  species  and  fished  in 
many  seas  and  oceans. 
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Bluefin  tuna  can  live  for  decades,  grow  more  than  3  meter  longs 
,  and  weigh  up  to  680  kg.  It  can  swim  up  to  40  miles  (65  km)  per  hour; 
,  and  the  good  quality  bluefin  tuna  may  worth  thousands  of  USD.  In 
1950  about  600,000  tons  of  tuna  were  caught  worldwide.  In  2008  the 
figure  hit  nearly  six  million  tons  a  year.  For  instance,  stocks  of  South- 
em  bluefin  tuna  around  Australia  had  fallen  over  90%  since  1950  and 
continue  to  drop  {Time  Magazine,  9  November  2009).  The  number  of 
breeding  tuna  in  the  Eastern  Atlantic  has  plimged  by  74%  since  1950 
while  the  population  of  tuna  in  the  West  Atlantic  has  dropped  over  82% 
between  1970  and  2000.  As  tima  production  rise,  the  breeding  stocks 
have  plunged  by  40%  in  the  West  Pacific  big  eye  tima  from  1988  to 
2008;  60-65%  of  Indian  Ocean  yellowfin  tuna  between  1988  and  2006; 
and  about  90%  of  Southern  Blue-fin  Tuna  between  1950  and  2007. 

National  Actions 

On  its  own,  after  enacting  the  Law  No.  27  of  2007,  the  Indonesian 
Government  has  also  issued  Government  Regulation  No.  60/2007  on 
16  November  2007,  with  regard  to  the  Conservation  of  Fisheries  Re- 
sources, and  the  Government  Regulation  No.  20/2008  dated  17  Sep- 
tember 2008,  on  the  Utilization  of  Small  Islands  and  Its  Surrounding 
Waters.  Consequently,  the  Minister  of  Marine  Affairs  and  Fisheries  has 
also  issued  a  nimiber  of  Regulations,  such  as: 

•  Regulation  No.  16/2008  dated  17  September  2008  on  Plarming 
for  the  Management  of  Coastal  Zone  and  Small  Islands,  Regu- 
lation No.  17/2008  dated  17  September  2008,  on  Conservation 
Area  in  the  Coastal  Zone  and  Small  Islands, 

•  Regulation  No.  18/2008  dated  17  September  2008,  on  Accredi- 
tation to  Programs  on  Management  of  Coastal  Zone  and  Small 
Islands, 

•  Regulation  No.  2/2009  on  the  Procedure  for  the  Establishment 
of  Marine  Conservation,  and 

•  Regulation  No.  8/2009  dated  13  March  2009,  regarding  the 
Participation  and  the  Empowerment  of  Society  in  the  Manage- 
ment of  Coastal  Zone  and  Small  Islands. 
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In  the  mean  time,  the  Government  of  Indonesia  is  still  preparing 
a  number  of  Presidential  Regulations  on  various  issues,  among  others 
on:  (1)  Coordination  of  the  Management  of  the  Coastal  Zone  and  Small 
Islands;  (2)  Rehabilitation  of  Coastal  Zone  and  Small  Islands;  (3)  the 
Delimitation  of  Coastal  Boundaries;  and,  (4)  Reclamation  in  Coastal 
Zones  and  Small  Islands 

In  addition  to  the  above  Presidential  Regulations,  a  number  of 
Government  Regulations  are  also  being  prepared:  (1)  on  the  utiliza- 
tion of  Outermost  Outlying  Small  Islands;  and,  (2)  on  the  Mitigation  of 
Disasters  in  the  Coastal  Zone  and  Small  Islands. 

CONCLUSION 

Indonesia,  particularly  under  the  leadership  of  President  Susilo 
Bambang  Yudhoyono,  has  been  paying  and  should  continue  to  pay 
serious  attention  to  the  Protection  of  the  Coastal  Zones  and  SmaU  Is- 
lands, especially  as  they  may  be  affected  negatively  by  human  activi- 
ties, either  at  sea  or  in  coastal  areas,  such  as  illegal  fishing,  destruction 
of  mangrove  forests,  Ulegal  and  sand  mining,  and  by  general  climate 
change— higher  weather  temperature  and  the  rise  of  sea  level. 

In  this  context,  some  of  the  lessons  that  could  be  learned  from 
Indonesian  policies  could  be:  (1)  the  importance  of  National  Initiatives 
to  be  endorsed  by  the  highest  levels  of  Government  in  the  country; 

(2)  the  significance  of  the  national,  regional  and  international  aware- 
ness and  cooperative  actions  to  protect  the  marine  environment,  their 
ecosystems  and  the  resources  based  on,  particularly,  UNCLOS  1982, 
not  only  for  the  current  generation  but  also  for  future  generations,' 

(3)  the  need  to  support  developing  states,  particularly  the  seriously 
threatened  coastal  zones  in  many  low-lying  areas;  (4)  the  need  for  co- 
operation of  all  stakeholders,  the  government,  tlie  local  authorities,  the 
non-governmental  organisations  and  initiatives  as  well  as  the  business 
communities  to  take  concerted  actions,  either  formally  or  informally  to 
deal  with  the  coastal  zones  and  small  islands  management;  and,  (5)  the 
possibility  of  exploring  and  exploiting  ocean  energy  using  scientific 
and  technological  development,  such  as  from  currents,  waves.  Ocean 
Thermal  Energy  Conversion  (OTEC),  solar,  winds,  etc.  may  be  further 
explored  and  exploited  to  reduce  the  use  of  fossil  energy  and  others 
that  have  caused  climate  change,  ocean  warming,  increased  sea  level, 
coastal  zone  destruction,  and  other  problems. 


CONFLICT  MANAGEMENT  OF  THE  SPRATLYS 
IN  THE  SOUTH  CHINA  SEA:  THE  ASEAN  WAY 


Munmun  Majumdar 


INTRODUCTION 

The  Spratlys^  in  the  South  China  Sea  (SCS)  are  contested  in  whole 
or  in  part  by  six  Uttoral  parties:  China,  Taiwan,  Vietnam,  Philippines, 
Malaysia  and  Brunei.  (TKe  China  and  Taiwan  claims  are  in  fact  a  sin- 
gle claim).  With  the  exception  of  Brimei,  all  the  disputants  maintain 
military  presence  on  some  of  the  islands  with  each  one  seeking  to  give 
real  effect  to  its  sovereign  and  jurisdictional  claims.  The  overlapping 
claims  thereby  constitute  a  potential  threat  to  regional  peace  and  sta- 
bility. What  makes  these  disputes  particularly  explosive  is  that  they  are 
perceived  as  challenging  the  integrity,  the  strength  and  effectiveness  of 
the  leaders  of  the  states  involved. 

As  is  normally  the  case  with  states,  all  the  claimants  view  the  issue 
of  national  sovereignty  and  territorial  integrity  as  supreme.  States  are 
inextricably  linked  to  their  territory  and  any  potential  loss  of  claimed 
territory  is  construed  as  a  threat  to  a  state's  sovereignty,  security  and 
integrity.  It  is  one  for  which  they  are  prepared  to  go  to  extraordinary 
lengths  to  assert  and  defend.  The  size  of  the  claimed  territories  can  be 
quite  immaterial  in  this  regard,  and  the  claims  to  the  Spratlys  are  an 
ample  illustration  of  this.^ 


'  Munmun  Majumdar,  Associate  Professor,  Dept  of  Political  Science, 
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GROUNDS  FOR  CLAIM  AND  HOW  IMPORTANT  ARE  THE  IS- 
LANDS? 

Claims  of  the  islands  are  based  on  ancient  discovery,  continuous 
usage,  and  effective  occupation,  historical  and  also  internationally  ac- 
cepted principles  extending  territorial  claims  offshore  onto  a  coun- 
try's continental  shelf.  While  strategic  significance  endures,  the  island 
groups  are  contested  because  they  are  potentially  resource  rich,  both 
renewable  and  non-renewable.  The  SCS  is  in  demand  for  its  rich  fish- 
ing.3  In  addition,  the  sea  is  believed  to  be  harboring  large  reserves  of  oil 
and  natural  gas.  Its  potential  energy  resources  are  regarded  as  essential 
to  the  growing  economies  of  Southeast  Asia  and  China.  Despite  its 
substantial  oil  reserves  China  became  one  of  the  world's  ten  largest 
oil  importers.*  Since  its  natural  gas  consumption  has  risen,  the  avail- 
ability of  hydrocarbons  in  the  SCS  has  led  to  considerable  interest  in 
the  area. 

The  island  group  has  been  perceived  as  important  also  because 
ASEAN,  Taiwan,  China,  Japan,  and  South  Korea  are  all  heavily  depen- 
dent upon  international  and  extra  regional  trade  to  fuel  their  economic 
growth,  most  of  which  is  shipped  through  the  South  China  Sea.^^  This 
is  why  the  SCS  has  transformed  into  one  of  the  world's  busiest  ship- 
ping lanes.  Their  economic  growth  will  be  accompanied  by  an  increas- 
ing demand  for  energy.  Ahnost  aU  of  this  additional  Asian  oil  demand, 
as  well  as  Japan's  oil  needs,  will  need  to  be  imported  from  the  Middle 
East  and  Africa,  and  pass  through  the  strategic  Strait  of  Malacca  into 
the  South  China  Sea. 

The  straits  that  separate  these  islands  in  the  SCS  are  important 
not  only  because  restrictions  upon  passage  would  seriously  disrupt 
international  conmierce,  but  also  because  control  over  the  Spratlys 
would  permit  dominance  over  those  routes.  In  normal  circumstances 
this  need  not  be  threatening,  as  all  states  have  a  direct  interest  in  keep- 
ing the  sea-lanes  open  and  flowing  for  their  mutual  benefit.  But  if  an 
armed  conflict  in  the  Sprafly  area  were  to  break  out,  it  might  disrupt 
freedom  of  navigation  or  even  endanger  the  safety  of  merchant  ships 
and  oil  tankers.  Thus,  when  relations  become  tense  or  hostile,  domi- 
nance over  maritime  routes  can  have  significant  implications. 

For  commercial  and  military  purposes,  the  US  Government  has 
repeatedly  emphasized  the  principle  of  freedom  of  navigation  through 
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South  China  Sea  as  a  sea  line  of  communication  (SLOC)  like  the  SCS.^ 
The  significance  of  keeping  SLOCs  in  the  SCS  open  to  a  naval  power 
continues  since  freedom  of  navigation  implies  among  other  things 
that  US  warships  can  have  innocent  passage  through  the  SCS  waters 
in  times  of  both  preponderance  and  offshore  balancing/  Although  the 
US  is  not  an  active  player  in  the  dispute,  it  has  indicated  that  it  will  not 
remain  indifferent  to  any  disruption  of  freedom  of  navigation  in  that 
area.^ 

The  contested  status  of  the  Spratlys  in  the  South  China  Sea  has 
pitted  China^  against  several  of  the  ASEAN  states,  with  very  little  cred- 
:  ible  solutions  in  sight.  China  is  the  dominant  regional  power  and  has 
■  the  most  extensive  claims  in  the  SCS.  China  began  moving  into  the 
:  Spratlys  in  July  1987,  following  the  Soviet  desire  to  disengage  from  the 
.  area.  Beijing  clashed  violently  with  Vietnam  in  the  Spratlys  in  1988.  By 
1992  China  occupied  a  total  of  nine  islands  giving  it  a  presence  in  the 
area  where  previously  it  had  none.  China  believes  that  the  sea  has  been 
a  part  of  Chinese  territory  since  at  least  the  Qing  or  Han  period.  It  has 
repeatedly  laid  claims  to  the  Spratlys  as  a  part  of  its  motherland  so 
much  so  that  it  has  now  become  embedded  as  a  part  of  the  nationalist 
consciousness.^" 

In  fact,  the  PLA  tends  not  to  write  about  the  dispute  because  it  is 
seen  as  a  "domestic  issue". "  Relying  on  its  claim  to  historical  admin- 
istration of  the  area,  Beijing  has  not  provided  a  legal  explanation  for 
a  given  specific  delimitation  to  its  territorial  claims.  ASEAN  regards 
China's  ambiguity  on  the  extent  and  nature  of  its  claims  as  a  tactical 
ploy  to  stall  or  defer  any  attempt  to  achieve  a  negotiated  settlement  im- 
til  China  is  prepared  to  get  what  it  wants  through  military  strength. 

For  the  Southeast  Asian  states,  the  Chinese  claim  has  an  important 
strategic  bearing.  The  U-shaped  territorial  line  that  is  on  official  Chi- 
nese maps  comes  uncomfortably  close  to  their  shores.  What  is  more,  the 
increasing  importance  of  the  maritime  resources  of  the  SCS  and  the  al- 
lowances for  extensive  maritime  zones  in  international  law  have  made 
China  and  Southeast  Asia  important  variables  in  each  other's  security 
equations.'^  If  China  succeeds  in  realizing  its  territorial  claims  then  it 
would  be  able  to  extend  its  jurisdiction  some  one  thousand  nautical 
miles  from  its  mainland  and  command  the  maritime  heart  of  Southeast 
Asia  with  far  reaching  consequences  for  the  strategic  environment.'^ 


122 


THE  INDONESIAN  QUARTERLY,  Vol.  38,  No.  1,  2010 


The  nationalist  overtones  inherent  in  the  justifications  of  territorial  and 
maritime  claims,  coupled  v^ith  a  continuous  military  buildup  in  the 
Spratlys  suggest  that  the  dispute  has  the  potential  to  create  instability. 

Conclusively,  the  Spratly  disputes  have  broad  geo-political  im- 
plications far  beyond  the  ownership  of  the  tiny  islands  and  any  oil 
the  area  may  harbor.  China  freshly  posted  an  official  comment  on  its 
Foreign  Miiustry  website  after  the  Malaysian  Prime  Minister  Abdullah 
Badawi  in  the  first  week  of  March  2009  inspected  Layang  Layang,  an 
atoll  off  Sabah,  that  China  says  it  is  part  of  its  Spratly  Island  territory. 
The  Foreign  Ministry  in  Beijing  asserted  China's  "indisputable  Sover- 
eignty" over  the  widely  scattered  Spratly  archipelago  and  adjacent  wa- 
ters but  added  it  was  ready  to  resolve  disputes  through  corisultation. 
Then  again  in  May  2009  the  Chinese  permanent  mission  at  the  United 
Nations  presented  a  note  to  the  UN  Secretary  General  Ban  Ki-Moon 
claiming  sovereignty  over  80%  of  the  SCS  including  the  disputed  is- 
lands of  Paracel  and  the  Spratly  This  Chinese  move  was  prompted  in 
response  to  Vietnam's  submission  to  the  UN  Commission  on  the  Lim- 
its of  the  Continental  Shelf  to  review  the  location  of  the  outer  limits  of 
the  continental  shelf. 

The  Chinese  Foreign  ministry  spokesman.  Ma  Zhaoxu,  reacting 
to  the  Vietnam's  submission  to  the  UN  Commission  said  "China  has 
indisputable  sovereignty  over  the  SCS  and  the  adjacent  waters  includ- 
ing Xisha  and  Nansha  islands."  He  further  said  that  Vietnam's  submis- 
sion had  seriously  infringed  China's  sovereignty  and  jurisdiction  and 
that  it  was  illegal  and  invalid.  Following  these  developments,  China 
banned  Vietnamese  ships  from  fishing  in  the  waters  of  the  SCS  stating 
that  it  was  trying  to  protect  maritime  resources  within  its  territorial 
waters.  These  incidents  have  alerted  the  ASEAN  countries,  many  of 
whom  have  also  advanced  sovereignty  claims.  It  has  heightened  un- 
ease in  the  area. 

Vietnam  recently  ordered  six  Kilo  class  diesel  electric  submarines 
from  Russia,  thus  sending  an  unmistakable  signal  to  China  about  the 
seriousness  it  accords  to  the  issue.  It  may  have  seemed  for  a  while  until 
these  fresh  incidents  have  occurred  that  there  was  some  kind  of  status 
quo.  But  the  fresh  advances  send  signals  that  these  developments  may 
lead  to  arms  race  in  the  region  which  in  turn  will  further  complicate 
the  regional  security.  It  is  important  therefore  to  find  a  way  of  resolv- 
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ing  the  issue  at  the  earliest.  Indeed,  the  outcome  of  the  disputes  and 
the  processes  by  which  that  outcome  is  reached  can  be  considered  in- 
dicative of  trends  in  regional  relationships  in  the  post  cold  war  era. 

■ASEAN  WAY  OF  CONFLICT  MANAGEMENT 

The  formation  of  the  ASEAN  in  1967  may  be  considered  as  the 
I  first  attempt  by  the  regional  states  to  institutionalize  a  mechanism  for 
[managing  regional  conflict.  It  also  symbolized  the  end  of  political 
I  discords  prevailing  at  the  time  among  the  founders  of  ASEAN.  Al- 
I  though  security  aspects  have  been  downplayed  by  the  ASEAN,  secu- 
irity  management  has  been  a  major  aspect  of  its  evolution.  After  the 
I  Bali  Simunit  the  role  of  the  ASEAN  became  more  defined.  Elaborated 
iin  the  ASEAN  Concord/"*  the  Treaty  of  Amity  and  Cooperation  (TAC) 
I  of  1976  and  reiterated  in  the  Bali  Concord  11  ^^of  2002,  became  the  prin- 
I  cipal  docimient  for  managing  relations  among  ASEAN  states.  It  also 
1  marked  the  beginning  of  a  construction  of  a  framework  for  manage- 
I  ment  of  disputes  based  on  non-interference  in  domestic  affairs  of  oth- 
I  ers,  non  use  of  force,  peaceful  settlement  of  disputes  and  respect  for 

the  sovereignty  and  territorial  integrity  of  member  states.  This  is  not 
!  so  different  from  other  regional  security  arrangements  throughout  the 
■  world,  but  what  is  particular  to  ASEAN  is  the  nature  of  interaction  in 

the  region. 

Discretion,  informality,  pragmatism,  expediency,  consensus  build- 
ing and  non-confrontational  bargaining  styles  have  characterized  in- 
teraction within  ASEAN.  It  emphasizes  on  dialogue,  quiet  diplomacy, 
an  avoidance  of  confrontation,  and  minimal  institutionalization.  The 
ASEAN  way  of  handling  disputes  informally  arrives  from  the  concept 
of  musyawarah  and  mufakat  (consultation  and  consensus)  and  the  prac- 
tice to  agree  to  disagree  for  later  settlement.  The  process  of  musyawarah 
and  mufakat  is  an  informal  mode  of  negotiation  away  from  the  public 
eye  where  the  primary  goal  is  consensus.  This  allows  the  actors  to  dis- 
cuss freely  without  any  binding  effect,  prevents  one  party  from  loosing 
face,  thereby  thwarting  the  acceleration  of  the  conflict. 

At  the  same  time,  it  gives  disputants  time  to  create  confidence 
building  measures  (CBMs)  to  improve  the  conflict  management  pro- 
l  cess.  As  a  result  the  ASEAN  way  of  conflict  prevention  tends  to  be  indi- 
rect by  providing  a  framework  of  interaction  for  members  where  their 
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behavior  is  modified  by  the  organizations  ground  rules  and  norms. 
The  ASEAN  adopted  and  ratified  the  ASEAN  Charter  during  2007- 
2008.  ASEAN  hov^ever  continues  to  hesitate  to  move  tow^ards  greater 
institutionahzation,  tov^ards  adopting  a  more  legalized  way  of  resolv- 
ing disputes,  or  towards  a  greater  commitment  to  enforce  compliance. 
The  commitment  not  to  use  force  in  order  to  settle  disputes  is  an  im- 
portant requirement  of  the  ASEAN  process  of  conflict  management, 
more  so  when  states  do  not  agree  where  their  territories  begin  and  end. 
The  overlapping  claims  to  the  islands  in  the  South  China  Sea  are  one 
such  example.  What  is  pertinent  to  note  is  whether  it  is  applicable  to 
the  Spratly  conflict  in  which  China  is  a  prime  and  important  actor. 

ASEAN  AND  CONFLICT  MANAGEMENT  IN  THE  SPRATLYS 

ASEAN's  involvement  in  the  peaceful  solution  of  the  Cambodia 
coriflict  drove  home  the  point  that  the  intra-ASEAN  differences  could 
be  managed  even  if  their  goals  and  intentions  are  exceedingly  diverse. 
Notwithstanding  this  feature  of  the  ASEAN  coimtries,  the  Spratlys 
conflict  poses  a  serious  test  of  ASEAN's  unity  and  to  the  ASEAN  way  of 
peaceful  settlement  of  disputes.  The  ASEAN  claimants  involved  in  the 
dispute  have  been  imwilling  to  make  concessions  with  regard  to  their 
territorial  and  maritime  claims  and  have  failed  to  address  the  problem 
of  sovereign  jurisdiction.  This  has  weakened  the  ASEAN  in  its  talks 
with  China. 

The  question  of  sovereignty  is  central  to  the  calculations  of  the 
member  states  and  is  also  the  cause  of  most  bilateral  disputes  within 
the  Association.  Though  all  the  ASEAN  members  are  confronted  with 
China's  rising  power,  they  have  differential  relationship  with  the  PRC 
that  derives  from  various  aspects  that  include  contrasting  historical 
experiences  ethnicity  and  economic  as  well  as  domestic  and  interna- 
tional conditions.  As  a  result,  contradictory  views  on  China  have  on 
many  occasions  complicated  the  establishment  of  a  common  position 
on  the  SCS. 

The  role  that  ASEAN  can  play  in  relation  to  the  Spratly  conflict 
situation  is  rather  complex  since  four  of  its  member-states  have  sover- 
eignty claims  to  all  or  parts  of  the  Spratly  archipelago.  Nor  can  ASEAN 
formally  act  as  a  third  party  mediator  in  disputes  involving  member- 
states  unless  it  is  ascribed  to  or  asked  to  by  member  states.  Due  to  the 
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overlapping  intra-ASEAN  claims  ASEAN  has  chosen  in  a  distinctive 
ASEAN  way  to  act  informally  through  other  charmels  while  studiously- 
avoided  being  drawn  into  the  bilateral  disputes  in  the  area. 

Therefore,  ASEAN  has  consistently  attempted  to  contain  exist- 
ing disputes  from  escalating  into  armed  confrontation  and  prevent 
new  ones  from  arising.  They  have  attempted  to  form  different  forms 
of  confidence  building  measures  and  cooperative  activities.  In  this  the 
Governments  have  been  the  most  important  actors  together  with  non- 
governmental organizations  and  private  think  tanks  in  exploring  possi- 
bilities for  cooperative  activities  and  modalities  for  peaceful  settlement 
of  disputes.  Independent  of  the  ASEAN,  Indonesia  with  the  support  of 
the  Canada  took  the  first  initiative  to  establish  a  multilateral  dialogue 
on  the  SCS  by  organizing  the  series  of  confidence  building  workshops^^ 
on  "Managing  potential  Conflicts  in  the  South  China  Sea". 

These  workshops  were  one  of  the  earliest  "second  track"  pro- 
cesses intended  to  influence  officials  in  the  first  track.  By  avoiding  the 
question  of  sovereign  jurisdiction,  the  workshops  have  attempted  to 
encourage  multilateral  dialogue  and  enhance  the  peaceful  manage- 
ment of  the  conflict.  Certainly  the  Indonesian  workshops  were  never 
intended  as  a  solution  to  the  Spratlys  problem  but  rather  aimed  to 
transform  the  threat  of  conflict  "into  the  reality  of  mutually  beneficial 
cooperation  among  countries  in  the  region." 

The  development  of  coriflicting  justifications  for  territorial  and 
maritime  claims  culminated  in  1992  when  China  took  new  measures 
to  strengthen  their  position  in  the  Spratlys.  On  25  February  1992  the 
Chinese  People's  Congress  passed  a  "Law  on  the  Territorial  Sea  and 
Contiguous  Zone  of  the  People's  Republic  of  China"  which  claims  for 
China  the  South  China  Sea  and  much  of  the  East  China  Sea.  Article  2of 
this  legislation  specifically  listed  the  Spratlys  and  Paracel  archipelagoes 
as  Chinese  sovereign  territory  and  reserved  the  right  to  use  force  to  ex- 
pel "intruders"  (Article  8).  The  regulation  declaring  the  South  China 
Sea  as  territorial  waters  not  only  threatens  the  freedom  of  navigation 
but  also  revives  regional  antagonism  over  maritime  sovereignty. 

What  is  more,  it  allowed  China  to  position  itself  to  exert  control 
in  time,  of  the  region's  vital  sea-lanes  and  airspace.  The  legal  basis  of 
China's  claims  has  been  backed  up  by  a  seemingly  calculated  set  of 
island  occupation  over  time,  thus  enabling  China  to  establish  a  perma- 
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nent  and  continuous  military  presence  in  the  Spratlys.'^  ASEAN  was 
alarmed  by  China's  action  which  was  seen  as  challenging  the  ASEAN 
norm  of  the  non-use  of  force.  The  Jakarta  Post  opined  that  China  was 
"becoming  more  assertive"  and  may  want  to  "rearrange  the  power 
equation  in  East  Asia".  Others  saw  China's  action  in  terms  of  a  "hege- 
monic interest"  to  replace  the  Uruted  States  in  the  region. 

China's  publication  and  expansive  interpretation  of  its  1992  law 
questioned  the  peaceful  management  of  the  territorial  dispute  and  was 
regarded  by  the  ASEAN  as  a  political  provocation  that  contradicted 
prior  diplomatic  gesture  towards  the  member  states  and  escalated  un- 
ease as  a  result.  ASEAN  seized  the  political  agenda  with  its  first  formal 
1992  "Declaration  on  the  SCS",  and  expressed  the  collective  concern 
calling  for  restraint  and  also  reiterated  the  importance  of  peaceful  co- 
operation among  the  claimants.  As  ASEAN's  first  common  position 
on  the  South  China  Sea,  the  Declaration  was  an  attempt  to  promul- 
gate an  informal  code  of  conduct  based  on  self  restraint,  the  non-use 
of  force  and  the  peaceful  resolution  of  disputes.  It  relied  on  the  norms 
and  called  for  the  application  of  the  principles  embodied  in  the  TAC  as 
a  basis  for  establishing  a  code  of  conduct  over  the  SCS. 

As  such  it  was  a  non-specific  document  that  failed  to  move  be- 
yond the  simple  assertion  of  standard  international  principles  to  the 
context  of  the  dispute.  It  did  not  address  the  problem  of  sovereign  ju- 
risdiction over  the  Spratly  Islands.  ASEAN  therefore  did  not  express 
a  consensus  on  the  territorial  question  but  rather  attempted  to  ensure 
a  peaceful  management  of  the  disputes.  The  Philippines  had  argued 
for  a  more  precise  document.^^  Although  the  ASEAN  did  not  concur 
with  the  strong  wording  favored  by  the  Philippines  officials  and  also 
did  not  agree  to  the  Philippine  proposal  to  call  for  a  United  Nations 
Conference  the  practice  of  consultation  and  consensus  seeking  were  an 
integral  part  of  the  decision  making  process. 

Through  its  formulation  ASEAN  conducted  itself  as  an  associa- 
tive body  by  reaching  a  compromise  on  the  SCS.  The  adoption  of  a 
broad  diploma ti  c  stand  was  an  achievement  as  it  reflected  the  cohe- 
sion of  the  Association  despite  intra-mural  differences  and  the  member 
states  shared  desire  in  promoting  stability  in  Southeast  Asia  and  in 
avoiding  any  confrontation  with  China.  According  to  Michael  Leifer 
"the  Declaration  on  the  SCS  was  ASEAN's  attempt  to  maintain  its  role 
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iin  shaping  regional  order,  but  its  diplomatic  impact  was  far  less  than 
!  that  registered  during  the  Cambodian  conflict.  The  changed  pattern  of 
:  international  and  regional  alignments  had  reduced  ASEAN's  political 
:  significance".  The  reason  why  ASEAN  member  states  took  a  concilia- 
tory stand  towards  China  can  be  explained  in  the  light  of  the  economic 
,  and  security  interests  at  stake  and  also  the  ASEAN  intent  to  engage 
'  China  in  a  peaceful  and  stable  regional  order.  It  was  largely  believed 
that  a  forceful  collective  diplomatic  stand  on  the  SCS  could  alienate 
China. 

Chinese  officials  pointed  out  that  Beijing  could  not  endorse  the 
Declaration  on  the  grounds  that  at  the  time  not  all  claimants  were 
ASEAN  members  (Vietnam  was  not).  China  instead  repeated  its  pref- 
erence for  bilateral  rather  than  multilateral  discussions  on  the  SCS.  The 
ASEAN  states  have  all  along  stressed  their  preference  for  multilateral 
negotiations  with  China  to  lessen  China's  superiority  while  the  intra- 
ASEAN  member  conflicts  were  to  be  handled  bilaterally.  China  has 
been  quick  to  highlight  the  duality  of  the  ASEAN  stand  regarding  why 
certain  conflicts  should  be  resolved  multilaterally  and  others  not.  A 
main  strategy  for  China  has  been  therefore  to  point  out  the  intra-ASE- 
AN  conflicts  and  demand  that  they  be  included  in  multilateral  nego- 
tiations, which  ASEAN  has  thus  far  refused. 

On  its  part  China  was  imenthusiastic  to  adopt  multilateral  conflict 
management  since  that  would  lessen  its  advantageous  position  which 
it  enjoys  in  any  bilateral  negotiation  with  the  other  regional  actors,  who 
are  much  weaker.  By  dealing  separately  with  individual  and  weaker 
ASEAN  claimants  states,  this  "One  Leviathan,  one  pygmy"  formula  is 
advantageous  to  China.  For  that  reason  China  has  traditionally  pre- 
ferred to  engage  in  bilateral  diplomacy  rather  than  multilateral  talks, 
thus  undercutting  the  development  of  a  imified  ASEAN  position  con- 
cerning the  Spratlys. 

Even  in  the  face  of  ASEAN's  associative  position  China  could  con- 
tinue to  flex  its  muscle  since  in  many  ways  the  ASEAN  position  was 
not  assisted  by  a  favorable  strategic  context  that  would  internationally 
strengthen  the  relevance  of  its  norms  and  principles. 

The  ASEAN  call  to  negotiate  with  China  on  a  collective  basis  ga- 
thered momentum  especially  after  the  Mischief  ReeP  incident  in  early 
1995,  which  unified  the  ASEAN  states  as  never  before.  The  Mischief 
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Reef  chapter  is  seminal  because  it  represented  the  first  time  China  took 
action  against  an  ASEAN  member  and  this  was  perceived  as  a  chal- 
lenge to  the  ASEAN  effort  to  win  endorsement  of  restraint  and  non 
use  of  force.  Thus,  China's  action  violated  the  norms  and  principles 
included  in  the  1992  declaration  and  repeated  in  the  context  of  the 
ARE.  This  brought  to  light  how  instrimientally  ineffective  their  1992 
declaration  was  in  reigning  in  Chinese  ambition  to  expand  its  physical 
presence  in  the  SCS.  Under  pressure  from  the  Philippines  the  ASEAN 
repeated  its  commitment  to  the  ASEAN  declaration  on  the  SCS  during 
a  meeting  held  in  Singapore  on  18  March  1995.  Although  China  was 
not  mentioned,  the  ASEAN  foreign  ministers  expressed  their  serious 
concern  over  the  recent  developments  which  affected  peace  and  stabil- 
ity in  the  SCS  and  called  for  early  resolution  of  the  problems  caused  by 
the  recent  developments  in  Mischief  Reef. 

ASEAN  gained  some  degree  of  success  in  dealing  with  China  on 
the  Spratlys  issue  when  it  managed  to  place  the  dispute  on  the  agenda 
of  the  ARE,  despite  a  strong  initial  objection  by  China.  The  discussions 
in  the  ARE  do  not  include  negotiations  for  conflict  resolution  and  are 
instead  general  guidelines  that  have  yet  to  yield  any  tangible  results. 
The  intra  ASEAN  meetings  and  Summits  and  the  ARE  have  been  suc- 
cessful in  extracting  conciliatory  responses  from  China  even  if  it  had 
failed  to  inhibit  its  actions  greatly  The  critiques  of  this  trend  have  been 
that  most  of  the  proposals  have  been  on  China's  terms  and  that  the 
other  parties  have  been  forced  to  accept  the  Chinese  view. 

On  the  eve  of  the  first  ASEAN-China  Senior  Officials  Meeting 
(SOM)  in  Hangzhou  in  AprH  1995,  Chinese  and  ASEAN  officials  met 
for  an  informal  meeting  during  which  the  latter  expressed  their  con- 
cern about  China's  aggressive  action.  This  diplomatic  initiative  sur- 
prised the  Chinese  representatives  who  were  made  to  understand  the 
political  consequences  of  the  Mischief  Reef  incident.  Still  ASEAN's  in- 
sistence on  adopting  a  constructive  and  informal  approach  indicated 
the  need  to  avoid  any  diplomatic  confrontation  with  China  and  ac- 
cordingly it  called  for  restraint  based  on  the  1992  Manila  Declaration.'^ 
It  stated  that  the  participants  encouraged  all  claimants  to  reaffirm  their 
commitment  to  the  principles  contained  in  relevant  international  laws 
and  convention,  and  the  1992  Declaration  on  the  SCS.  It  called  upon 
all  parties  to  refrain  from  actions  that  would  destabilize  the  region  and 
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I  threaten  peace  and  security  in  the  SCS.  The  disputes  have  since  then  be- 
I  come  part  of  the  agenda  of  annual  ASEAN-China  meetings,  involving 
,  all  the  ASEAN  coimtries  and  not  just  the  claimants.  This  again  marked 
,  an  ASEAN  consensus  to  act  collectively.^"  ASEAN  also  demonstrated 
that  it  followed  the  unwritten  principle  of  supporting  the  "front  line 
:  state".  While  threat  perception  among  the  ASEAN  members  differed 
from  what  was  common  to  all  was  the  concern  about  the  long  term 
ramification  of  Chinese  behavior  on  regional  stability.^^ 

In  March  1997 when  China  placed  an  oil  rig  in  the  waters  of  the  Gulf 
of  Tonkin,  claimed  by  Vietnam,  ASEAN  foreign  policy  co-ordination 
was  again  discemable.  ASEAN  officials  drew  up  a  joint  position  and 
indicated  that  they  might  put  the  issue  on  the  agenda  for  the  upcom- 
ing ASEAN-China  Seruor  Official  Meeting  of  17-19  April  1997.  Without 
supporting  the  territorial  claims  of  individual  ASEAN  member's  vis- 
a-vis China  statements  revealed  collective  ASEAN  position  on  Chinese 
wrongdoing  as  well  as  a  sense  of  togetherness.  Officials  were  quoted 
sa)ring  "Automatically  ASEAN  will  support  Vietnam.  It's  all  for  one 
and  one  for  aU." 

China's  Foreign  Minister  Qian  Qichen  made  concessions  to  the 
members  of  the  ASEAN  when  he  declared  that  China  was  prepared 
to  hold  multilateral  discussions  on  the  Spratlys,  rather  than  limit  its 
diplomacy  to  bilateral  talks,  and  accept  the  1982  convention  on  the 
law  of  the  Sea  as  a  basis  for  negotiation.  The  Chinese  concessions  were 
made  in  an  ASEAN  context  and  were  not  directly  raised  at  the  ARE. 
They  resulted  primarily  from  a  need  to  accommodate  ASEAN,  and 
ease  its  worries  of  being  diplomatically  isolated  in  light  of  a  deteriora- 
tion of  Chinese  relation  with  the  US  and  Japan.  China's  behavior  was 
also  conditioned  with  its  desire  to  avoid  any  action  that  would  alienate 
ASEAN  and  in  turn  invite  the  US  in  to  the  region.  China  however  did 
not  alter  its  territorial  objectives  in  the  SCS.  The  PRC  was  still  unwill- 
ing to  address  the  question  of  sovereign  jurisdiction  and  persistently 
repeated  its  territorial  claims  over  nearly  the  entire  area.  Consequently 
the  Chinese  concessions  of  1995  should  not  be  associated  with  a  new 
Chinese  desire  to  respect  an  informal  ASEAN  code  of  conduct  for  the 
SCS. 

At  the  same  time  China  has  also  to  appreciate  the  financial  factor 
that  makes  it  important  to  address  the  conflict  without  resorting  to 
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military  means  so  that  trade  relations  can  be  secure.  It  cannot  afford  to 
be  isolated  in  the  region  since  an  increasing  number  of  China's  exports 
go  to  the  ASEAN  countries.  Consequently,  China  also  simultaneously 
seeks  to  accommodate  and  consciously  avoid  alienation  in  the  region 
so  that  it  could  pursue  its  economic  engagement  with  the  region.  In 
fact,  both  China  and  the  other  disputants  are  reluctant  to  risk  their 
economic  development  for  territorial  expansion.  Hence,  China  akin  to 
ASEAN  seems  to  focus  more  on  avoidance  than  on  resolution  of  the 
conflict.  Given  that  trade  is  dependent  on  a  stable  regional  system, 
closer  financial  cooperation  between  China  and  the  other  disputants 
would  increase  the  confidence  and  hopefully  strengthen  the  coopera- 
tion between  the  disputants  regarding  the  security  question.^^ 

In  a  gesture  to  adopt  the  ASEAN  Way  China  has  suggested  a  con- 
fidence building  measure  by  agreeing  to  give  advance  notice  before 
undertaking  any  military  maneuvers  in  the  SCS  region.  However,  con- 
current with  the  signing  of  the  confidence  building  measure,  the  Bei- 
jing state  apparatus  announced  its  new  territorial  boundaries,  which 
enclosed  the  Paracel  islands,  in  clear  violation  of  the  provisions  of  the 
United  Nations  Convention  on  the  Law  of  the  Sea  (UNCLOS).  Addi- 
tionaUy,  the  Foreign  Minister  (Qian)  stated  that  China  had  indisputable 
sovereignty  over  the  Spratly  Islands  and  their  adjacent  waters  when  he 
reiterated  that  China's  national  laws-rather  than  ASEAN  agreements- 
would  serve  as  the  basis  for  settling  any  future  disputes  in  the  region. 

The  East  Asian  financial  crisis  of  1997-98  seemingly  resulted  in  the 
dilution  of  ASEAN  cohesion  on  the  SCS  issue.  Their  need  to  focus  on 
domestic  economic  problems  diminished  intra-mural  soHdarity  and 
ASEAN's  significance  as  a  diplomatic  player.  The  expansion  of  ASE- 
AN membership  in  1997  also  complicated  the  process  of  consultation 
and  attainment  of  a  consensus  on  the  SCS.  The  newest  member  had  no 
interest  in  the  conflict  and  was  eager  not  to  antagonize  Beijing.  As  such 
during  the  6"^  formal  summit  held  in  Hanoi  in  December  1998,  the 
ASEAN  states  managed  to  caU  for  peaceful  resolution  of  the  dispute  in 
the  SCS  in  accordance  to  the  UNCLOS  and  the  1992  Manila  Declara- 
tion. The  question  of  sovereignty  was  once  again  left  out.  China  on  its 
part  took  the  opporhmity  to  upgrade  its  facilities  in  different  parts  of 
the  SCS.  In  June  1998  China  adopted  a  Law  on  the  Exclusive  Econom- 
ic Zone  and  the  Continental  Shelf.  Tlie  significance  of  this  particular 
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legislation  lay  in  the  reaffirmation  of  China's  historical  entitlements 
{lishixing  quanli)  in  the  SCS.  Again  China  was  seen  as  challenging  the 
I  norm  of  non-use  of  force  more  so  because  China  historically  tends  to 
I  resort  to  military  force  to  settle  disputes  within  what  it  regards  as  its 
mational  sphere  in  the  SCS. 

The  Chinese  suggestion  that  overlapping  claims  be  reconciled 
I  through  joint  development  of  resources  while  putting  aside  for  the 
t  time  being  the  question  of  sovereignty  was  first  armoimced  by  Premier 
Li  Peng  in  Singapore  in  13  August  1990.  The  same  line  was  reiterated 
I  by  Qian  Qichen  at  the  25^^  ASEAN  Ministerial  Meeting  (AMM)  in  Ma- 
:  nila  in  July  1992  when  he  stated  that  "When  conditions  are  ripe  we  can 
;  start  negotiations".  These  statements  and  declarations  were  never  ac- 
.  companied  by  a  specification  as  to  how  a  model  of  joint  development 
might  be  applied  in  practice.  Besides,  it  was  hard  for  smaller  states  to 
accept  China's  offer  for  joint  development  of  the  SCS  which  is  condi- 
tional upon  the  other  claimant's  recognizing  China's  sovereignty  over 
the  area. 

The  2002  ASEAN  and  China  "Declaration  on  the  Conduct  (DOC) 
of  Parties  in  the  South  China  Sea"  ushered  in  the  possibility  of  reach- 
ing agreements  on  joint  oil  exploration,  vmdertake  a  tripartite  Marine 
seismic  undertaking  (TMSU)  as  well  as  other  development  schemes. 
In  March  2005  the  state  owned  oil  companies  of  China,  Vietnam  and 
the  Philippines  signed  an  agreement  with  regard  to  the  conduct  of  oil 
pre-exploration  surveys  in  the  Spratlys.  In  a  joint  statement  the  three 
state  owned  oil  companies  declared  that  the  signing  of  the  tripartite 
agreement  "would  not  undermine  the  basic  positions  held  by  their  re- 
spective governments  on  the  South  China  sea",  but  would  help  turn 
the  disputed  area  into  an  area  of  "peace,  stability,  cooperation  and  de- 
velopment in  accordance  with  the  UNCLOS  and  the  2002  DOC." 

The  2002  DOC  was  intended  to  prevent  further  tension  over  the 
disputed  territories  and  to  reduce  the  risks  of  military  conflict  in  the 
SCS.  Both  China  and  ASEAN  imdertook  to  exercise  self-restiaint  in 
the  conduct  of  activities  in  the  South  China  Sea  that  would  complicate 
or  escalate  disputes  and  affect  peace  and  stability  including,  among 
others,  refraining  from  action  of  inhabiting  on  the  presently  uninhab- 
\  ited  islands,  reefs,  shoals,  cays,  and  other  features  and  to  handle  their 
differences  in  a  constructive  manner.  In  a  way  the  2002  declaration 
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reflected  that  China  had  adapted  to  the  non-binding  consensual  style 
of  the  ASEAN  and  its  evolving  policy  of  good  neighborliness. 

Since  ASEAN's  main  purpose  has  always  been  conflict  prevention, 
which  all  states  should  agree  to,  abstain  from  resorting  to  violence,  and 
also  from  occupjong  additional  rocks  and  reefs,  the  signing  of  the  DOC 
was  a  step  forward  to  reduce  tensions  in  the  region  although  in  many 
ways  it  was  less  than  what  ASEAN  had  been  seeking.  The  declaration 
was  essentiaUy  a  part  of  ASEAN's  search  for  exphcit  confirmation  that 
China's  presence  in  the  SCS  will  not  jeopardize  peaceful  coexistence. 
Sometimes  referred  to  as  the  Spratly  Island  Pact  the  agreement  aimed 
at  avoiding  conflict  by  means  of  corifidence  building  activities  between 
China  and  ASEAN.  The  fact  that  aU  the  ASEAN  states,  rather  than  just 
SCS  claimants  is  party  to  DOC,  is  a  reiteration  of  the  high  degree  of 
cohesion  and  the  ASEAN  effort  to  unite  and  agree  on  common  norms 
for  SCS  dispute  resolution  in  a  characteristic  ASEAN  way. 

The  declaration,  however,  is  merely  a  political  statement  and  not 
a  legaUy  binding  document  and  if  one  party  violates  a  provision  there 
is  no  method  for  enforcement.  What  is  more  the  DOC  had  failed  to 
mention  any  geographic  scope  specifically  concerning  the  Spratlys  or 
the  Paracel  Islands  chains.  The  text  therefore  applies  vaguely  to  the 
whole  of  the  South  China  Sea  and  not  to  any  particular  disputed  area. 
While  China  acknowledged  the  effort  to  promote  cooperation  on  se- 
lect issues,  such  as  marine  scientific  research,  marine  environmental 
protection  and  safety  and  sea  communications,  it  is  less  clear  whether 
China  will  implement  any  of  the  agreed  upon  collaborative  projects. 
In  addition,  the  operations  are  only  concerned  with  the  geology  and 
exploitation  of  oil  and  gas.  Nothing  touches  upon  regional  security, 
which  is  of  utmost  interest  for  the  smaller  states. 

Some  experts  even  argue  that  whUe  the  Declaration  on  the  Con- 
duct of  Parties  in  the  SCS  commits  the  signatories  to  cooperative  con- 
duct, history  shows  that  this  is  uiUikely  to  happen. 

In  concert  with  the  ASEAN  informal  channels  it  has  advanced  a 
number  of  preventive  security  regimes  which  condition  state  behavior 
over  the  Spratlys.  Besides  the  1992  ASEAN  Declaration  on  the  South 
China  Sea,  the  regimes  embodied  in  the  Declaration  of  a  Zone  of  Peace 
Freedom  and  Neutrality  (ZOPFAN)  and  the  TAC'«  exert  significant 
normative  pressure  on  the  claimants  to  moderate  their  behavior,  re- 
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frain  from  resorting  to  the  military  option,  seek  co-operative  modes  of 
conduct  and  explore  peaceful  resolution  of  disputes.  Beijing's  acces- 
ision  to  the  TAG  in  October  2003  have  worked  as  CBMs  and  also  dem- 
onstrated that  China  was  willing  to  strengthen  its  ties  with  ASEAN.  It 
ialso  established  that  multilateralism  via  ASEAN  is  gradually  working 
i  although  it  does  not  in  any  way  alter  the  fundamental  structure  of  the 
(Competition. 

Although  the  formal  declarations  that  ASEAN  has  initiated  and 
I  China  has  supported  have  had  no  major  importance  in  resolving  the 
I  conflict,  in  sum  parties  to  the  dispute  have  recognized  the  need  to  de- 
]  fine  the  framework  and  parameters  of  engagement.  ASEAN  has  been 
I  successful  in  providing  a  platform  to  discuss  differences  peacefully, 
( creating  economic  intermeshing  to  enhance  interdependency,  and  in 
:  resisting  any  desire  by  one  member  to  militarily  coerce  another,  or  by 
.  an  external  country  against  any  member.  The  elements  of  conflict  pre- 
•  vention  that  have  evolved  in  ASEAN  over  the  years  have  been  useful 
in  preventing  the  escalation  of  conflict  and  in  providing  opportunities 
for  conflict  management. 

Despite  having  taken  reassuring  measures,  the  duplicity  China 
adopts  in  its  approach  has  been  a  major  concern.  China's  changing  po- 
sition on  the  SCS  is  aimed  at  securing  its  supremacy  in  the  East  Asian 
waters  and  establish  its  credentials  as  a  great  power.  As  such,  China 
has  not  missed  an  opportunity  to  draw  strategic  advantages  by  mak- 
ing efforts  to  gradually  establish  control  over  the  SCS.  This  would 
enable  China  to  gain  access  to  the  oil  and  gas  reserves.  Furthermore 
it  would  provide  strategic  depth  to  China  in  case  of  any  confrontation 
with  Taiwan  and  again  it  would  mean  that  the  US  importance  in  influ- 
encing the  outcome  of  such  a  confrontation  would  be  diminished. 

CONCLUSION 

Thus  China's  recent  reaffirmation  of  ownership  of  the  contested 
Spratly  Islands  in  the  SCS  highlights  the  festering  maritime  dispute 
that  could  lead  to  conflict  in  the  region  unless  it  is  carefully  managed. 
In  this  case,  the  complicating  matter  from  the  ASEAN  perspective  is  the 
disparity  between  Beijing's  words  and  deeds,  which  is  evident  from 
f  the  fact  that  while  on  the  one  hand  China  echoed  the  ASEAN  position 
to  resolve  the  dispute  by  peaceful  means  and  carried  on  diplomatic 
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negotiations  at  all  relevant  ASEAN  conferences;  on  the  other  hand  it 
continued  reinforcing  the  defense  of  the  islands  and  reefs  under  its 
occupation.  Questions  are  therefore  raised  about  China's  commitment 
to  handling  these  disputes  without  the  use  of  force.  At  the  same  time 
the  primary  post-Cold  War  rationale  of  ASEAN  is  to  deal  coUectively 
with  China.  The  ending  of  the  Cold  War  had  created  a  new  atmosphere 
and  the  ASEAN  members  used  this  opportunity  to  successfully  engage 
China  in  confidence  building  measures  (CBMs).  Rather  than  pursue  an 
option  of  a  coimtervailing  balance  of  power,  ASEAN  countries  sought 
coUectively  to  socialize  China  in  multilateral  institutions  such  as  the 
ARE,  while  remaining  committed  to  a  hedging  tactic  against  the  China 
threat. 

Although  the  multilateral  negotiation  process  have  increased  the 
level  of  confidence  between  the  actors,  but  to  suggest  that  multilat- 
eral talks  in  the  ASEAN-China  Dialogue  and  the  confidence-building 
measures  adopted  have  indeed  changed  the  conflict  into  one  which 
disavows  the  use  of  force,  it  still  does  not  explain  the  repeated  low 
intensity  military  Sino-FiHpino  confrontations,  nor  account  for  the  fact 
that  multUateral  talks  have  not  been  able  to  produce  anything  beyond 
general  guidelines.  More  importantly  China's  participation  in  the  ARE 
has  not  led  to  any  concession  or  compromises  regarding  its  territorial 
claims  in  the  SCS.  Consequently  it  is  evident  that  the  viabihty  and  effi- 
cacy of  a  multilateral  organization  to  manage  problems  including  con- 
flict in  the  SCS  can  be  addressed  only  with  cooperation  from  China. 

It  may  be  deduced  fliat  the  latitude  for  ASEAN  to  act  effectively 
in  response  to  developments  in  the  SCS  is  limited  both  by  intra-orga- 
nizational  factors  and  by  China's  poHcies  and  actions  in  the  area.  The 
strategy  as  a  result  has  largely  been  to  maintain  the  status-  quo  in  the 
SCS  without  aUenating  China.  It  is  most  certain  that  ASEAN  cannot 
match  China's  miHtary  capabilities.  As  a  result  avoidance  of  military 
confrontation  is  the  only  convincing  option  that  it  has.  Hence  more 
than  military  deterrence  claimants  from  among  the  ASEAN  states 
utUize  and  rely  upon  their  diplomatic  weight  and  influence  to  con- 
stram  China  from  becoming  assertive  in  the  Spraflys.  ASEAN's  efforts 
have  brought  the  dispute  into  the  international  limeHght,  suggesting  a 
diplomatic  cost  for  Beijing  in  case  it  resorts  to  use  force.  AdditionaUy, 
the  diplomatic  pressure  by  a  united  ASEAN  has  worked  to  dissuade 
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China  from  taking  a  military  response,  largely  because  such  hostili- 
ties would  unravel  the  cooperative  commercial  relations  in  the  region. 
Nonetheless,  theoretically  no  causation  has  been  established  between 
economic  interdependence  and  peace. 

Furthermore,  ASEAN  has  been  successhil  in  coaxing  China  to  the 
bargaining  table.  This  is  quite  an  achievement,  considering  that  China 
had  never  in  its  history  sat  down  to  negotiate  with  ASEAN  as  equals. 
However,  as  is  common  with  negotiations  regarding  territory,  progress 
has  been  slow. 

From  the  above  discussion,  one  can  deduce  that  China's  position 
in  the  conflict  is  of  such  importance  that  they  have  been  able  to  decide 
tto  a  great  extent  the  form  of  negotiation.  China  has  been  in  command 
:  since  its  bargaining  position  is  greater  and  it  has  ensured  that  any  solu- 
ttion  to  the  SCS  dispute  must  satisfy  its  interest.  From  the  onset  of  the 
(conflict,  China  has  structured  the  negotiations  towards  its  goals  and 
iin  those  cases  where  the  other  disputants  have  refused  to  follow  its 
(direction  Beijing  has  used  political,  military  and  financial  leverage  to 
!  redirect  the  play. 

Hence,  it  can  be  inferred  that  the  ASEAN  way  of  managing  con- 
Iflict  in  the  Spratlys  is  useful  only  when  China,  a  primary  actor,  is  con- 
'  vinced  of  the  ASEAN  way.  Could  we  then  speak  about  an  ASEAN  way 
I  of  handling  the  dispute  in  the  Spratlys?  To  the  extent  that  the  conflict 
;  management  has  been  informal,  successful  in  avoiding  a  direct  con- 
:  frontation,  it  may  be  derived  as  the  ASEAN  way.  The  ASEAN  way  has 
I  been  widely  acknowledged  as  explaining  economic  success"^  in  the 
region.  The  old  ways  had  served  ASEAN  well  in  the  past  as  a  means 

•  of  security  management  as  well.  What  remains  to  be  seen  is  whether 
the  ASEAN  way  is  adequate  or  flexible  enough  in  addressing  conflict 
management  in  the  present  context  as  well. 
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OVERVIEW 

In  unison  with  the  recovery  trend  that  occurs  in  other  countries, 
the  Indonesian  economy  exhibits  promising  performance,  as  suggested 
by  several  leading  indicators.  The  economy  in  Q4-2009  has  improved 
to  5.4%  (y-o-y),  a  much  higher  growth  than  the  4.2%  (y-o-y)  in  Q3-2009. 
Inflation  slightly  increased  in  December  2009  to  2.78%  (y-o-y)  from 
2.41%  in  November  2009.  Yet,  in  January  2010  it  increased  to  3.71%, 
which  was  mainly  caused  by  a  significant  price  hike  in  food  prices, 
rice  in  particular.  The  price  of  rice  increased  by  2.6%,  on  average,  with 
some  regions  recorded  an  increase  of  more  than  15%,  to  IDR  8,000  per 
kilogram.  The  rise  in  the  price  of  rice  contributed  0.34%  of  yearly  infla- 
tion. 

Meanwhile,  Bank  Indonesia  (BI)  maintained  the  BI  rate  at  6.5%, 
keeping  the  rate  constant  for  the  last  six  months.  The  reduction  in  infla- 
tionary pressures  until  the  end  of  2009  has  led  BI  to  keep  the  prevailing 
rate.  In  addition,  the  low  BI  rate  is  expected  to  encourage  investments. 
As  of  November  2009,  base  lending  rate  has  dropped  to  12.94%,  while 
time  deposit  rate  in  commercial  banks  was  7.16%.  As  such,  investment 
in  real  sector  was  expected  to  accelerate  in  Q4-2009.  According  to  Da- 
namon  Economic  and  Market  Research,  one  indicator  was  tlie  rise  in 
construction  activities,  as  indicated  by  rising  cement  consumption  to 
18%  (y-o-y)  in  Q4-2010.  The  upward  growth  of  the  construction  sector 
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in  the  Q4-2009  confirmed  this  statement.  Moreover,  BI  expected  there 
would  be  an  increase  in  credit  growth  between  17-20%  in  2010.Hence, 
domestic  investment  is  expected  to  increase  in  2010. 

The  Indonesia  Stock  Exchange  index  was  relatively  stable  for  the 
most  part  of  2009.  Still,  the  index  and  the  exchange  rate  experienced  a 
downward  trend  in  the  second  week  of  January  2010.  The  prolonged 
hearings  of  the  Centiiry  Bank  case  in  the  parliament  were  most  likely 
the  cause  of  the  downward  pattern.  The  index  peaked  at  2667  on  20 
January,  followed  by  the  decline  to  2564  on  27  January,  in  the  wake  of  a 
massive  demonstration  as  a  response  to  the  fulfillment  of  the  promises, 
or  rather  lack  thereof,  of  the  first  100  days  of  the  current  administra- 
tion. The  exchange  rate  of  rupiah  (IDR)  to  the  US  dollar  (USD)  revealed 
its  highest  level  in  the  last  17  months,  worth  IDR  9,130  per  USD  1  on  11 
January.  The  appreciation  of  the  Rupiah  can  perhaps  be  best  explained 
by  the  weakening  trend  of  the  US  dollar  against  most  other  curren- 
cies. 

Figure  1.  BI  Rate,  Inflation  (m-o-m),  and  Inflation  (y-o-y)  (in  Per- 
centage) 
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Figure  2.  Exchange  Rate  and  Composite  Index 


Source:  CEIC  Database 


In  view  of  that,  the  Indonesian  economy  has  been  relatively  stable, 
with  a  notable  economic  growth  performance.  Based  on  this,  Indonesia  is 
expected  to  attract  capital  flows,  which  will  strengthen  the  Rupiah  even  more. 
It  still  remairis  to  be  seen  whether  Bank  Indonesia  will  intervene  should  the 
Rupiah  reach  an  alarming  rate  to  the  US  dollar.  As  seen  from  Figure  3,  Bank 
Indonesia  continued  to  accumulate  foreign  reserves  since  March  2009.  As  of 
December  2009,  foreign  reserves  were  at  US$69  billion. 

Figure  3.  Foreign  Reserves  and  the  Exchange  Rate 
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Despite  all  those  positive  indicators,  there  were  also  several  issues 
in  2009  that  may  hamper  Indonesia's  outlook  for  2010.  The  prolonged 
hearings  of  the  Century  Bank  case  as  mentioned  earlier  are  one  of  them. 
.  Another  important  issue  is  the  ASEAN-China  Free  Trade  Agreement. 
The  surge  of  Chinese  imports  in  the  wake  of  enforcement  of  the  agree- 
iment  has  raised  grave  concerns  that  it  may  drive  out  domestic  pro- 
iducers.  Nevertheless,  infrastructure  development  and  the  enactment 
I  of  the  national  single  window  system  in  five  ports  have  the  potential  to 
i  improve  the  competitiveness  of  domestic  production  facilities.  There- 
Iby,  the  government's  target  of  attaining  approximately  6.3-6.8%growth 
:  rate  in  2010  is  reasonable.  As  such,  the  outlook  for  2010  is  promising, 
1  depending  on  how  the  government  can  manage  the  issues  that  have 
the  potential  to  derail  the  economy. 

ECONOMIC  GROWTH 

As  the  rest  of  the  world  show  signs  of  recovery  from  the  global 
economic  turmoil,  Indonesia  likewise  shows  sign  of  increased  eco- 
nomic activity.  In  Q4-2009,  Indonesia  registered  a  5.4%  growth  (y-o-y). 
Growth  began  to  decelerate  in  Q4-2008,  which  was  the  period  where 
the  crisis  began  to  spread  globally,  and  continued  to  decelerate  for  the 

Figure  4.  Indonesia's  GDP  Growth,  Ql-2005  to  Q4-2009  (y-o-y)  (in 
Percentage) 


Source:  CEIC  Database 
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most  part  of  2009.  However,  as  showri  in  Figure  4,  the  Q3-2009  reveale 
a  dismal  glimpse  of  recovery,  where  growth  increased  to  4.2%  fro 
4.1%  in  Q2-2009  (y-o-y).  However,  recovery  actually  took  off  in  Q4^ 
2009,  where  growth  rate  accelerated  to  5.4%.  On  an  annual  basis,  the 
growth  rate  for  2009  is  4.5%,  much  lower  figure  compared  to  6.1%  in 
the  previous.  Nevertheless,  the  low  annual  figure  was  expected,  as  the 
global  crisis  began  to  take  effect  in  the  economy  in  the  last  few  months 
of  2008  and  throughout  2009.  The  accelerated  growth  rate  in  Q4-2009 
caused  a  reason  for  optimism  ahead. 

Expenditure  Side 

On  the  expenditure  side,  consumption  was  still  the  main  driving 
force  for  growth.  The  growth  of  total  consumption  was  5.9%  in  Q4-2009 
(y-o-y).  However,  compared  to  previous  episodes  where  consumption 
was  the  main  driving  force,  this  one  was  engineered  via  fiscal  stimu- 
lus, not  through  demand-driven  household  consimiption.  As  Figiire  5 
shows,  government  spending  began  to  increase  in  Q3-2008  and  con- 
tinued to  do  so  in  2009,  with  the  exception  of  Q3-2009.  Nevertheless, 
since  Q3-2008  to  Q4-2009,  there  existed  a  large  gap  between  govern- 
ment consumption  and  household  consumption.  In  Q4-2009,  govern- 
ment consumption  increased  by  17%,  while  household  coi\sumption 
grew  at  4%.  The  relatively  small  growth  numbers  for  household  con- 
sumption reflects  the  inability  of  consumers  to  spend  their  disposable 
income.  Overall,  total  consimiption  showed  a  relatively  stable  pattern 
throughout  2009. 

Exports  and  imports  displayed  positive  signs  of  recovery  in  Q4- 
2009.  Both  export  and  imports  dwindled  since  Q3-2008  mainly  due  to 
the  worldwide  slow  down  in  the  world  market;  as  Indonesia's  trading 
partners  reduced  their  demand  for  Indonesian  products,  and  tlie  In- 
donesian consumer's  inability  to  spend  had  further  driven  down  im- 
ports. Coincidentally  exports  and  imports  reached  their  lowest  point 
in  Ql-2009,  at  -18.7%  and  -24.4%  (y-o-y),  respectively  From  that  point 
on,  exports  and  imports  gradually  improved,  albeit  at  a  slow  pace, 
reaching  3.7%  growth  rate  for  exports  and  1.6%  growth  rate  for  im- 
ports. The  similar  trend  of  exports  and  imports  corresponded  with  the 
global  trend  of  recovery  from  the  crisis. 
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[Figure  5.  GDP  Growth  Components:  Expenditure  Side  (y-o-y)  (in 
Percentage) 


-*-Govemment  Consumption 

Source:  CEIC  Database 

Production  Side 

On  the  production  side,  for  most  of  the  sectors,  2009  growth  rates 
exhibited  a  stable  and  modest  rate  compared  to  2008.  However,  there 
were  positive  indicators  as  well.  Three  sectors  displayed  improve- 
ments from  the  previous  two  quarters  in  2009,  namely  agriculture, 
manufacturing,  and  trade,  hotel  and  restaurants.  The  growth  rate  for 
agriculture  improved  from  3.3%  in  Q3-2009  to  4.6%  in  2009,  y-o-y  The 
manufacturing  sector  accelerated  from  a  mere  1.3%  in  Q3-2009  to  4.2% 
in  Q4-2009,  y-o-y.  Finally,  trade,  hotel,  and  restaurants  grew  at  4.2% 
in  Q4-2009,  y-o-y.  The  upward  trend  for  agriculture  and  manufactur- 
ing sectors  related  to  the  recuperating  world  export  market.  As  Indo- 
nesia's trading  partners  recovered  from  the  crisis,  their  demand  for 
Indonesian  manufacturing  and  leading  agricultural  products  began  to 
gradually  grow. 
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The  construction  sector  also  exhibited  an  upward  trend,  begin- 
ning in  Q4-2008  at  5.9%  to  8  %  in  Q4-2009,  y-o-y,  perhaps  partly  due  to 
the  government's  infrastructure  projects.  Although  the  transport  and 
communication  sector  still  showed  a  higher  growth  rate  in  comparison 
to  the  rest  of  the  sectors,  it  took  a  nose  dive  in  Q4-2009  from  16.4%  to 
12.2%,  y-o-y.  This  was  also  its  lowest  growth  rate  in  the  2008-2009  pe- 
riod. 

Figure  6.  GDP  Growth  Components:  Production  Side  (y-o-y)  (in 
Percentage) 


aw 


I  Services 


Source:  CEIC  Database 

TRADE  PERFORMANCE 

Export  continued  its  upward  trend  from  Ql-2009,  as  the  global 
demand  gradually  improved.  Total  export  in  Q4-2009  was  USD  56 
billion,  in  which  non-oil  and  gas  exports  continued  to  dominate  In- 
donesian exports.  Non-oil  and  gas  exports  stood  at  USD  46  billion  in 
Q4-2009,  while  oil  and  gas  export  revealed  a  weak  performance  and 
recorded  an  export  value  of  USD  10  billion  in  Q4-2009.  The  modest 
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number  for  oil  and  gas  export  was  expected  as  Indonesia  is  not  a  major 
iplayer  an)nnore  in  the  world  market  for  oil  and  gas,  coupled  with  the 
I  fact  that  oil  price  increased  during  the  period  which  also  weakened  de- 
imand.  Interestingly,  non-oil  and  gas  exports  showed  a  sharp  increase 
I  from  Q2-2009  to  Q4-2009,  export  value  was  USD  20  billion  in  Q2-2009, 
I  then  shot  up  to  US$  33  billion  in  Q3-2009  before  reaching  its  peak  at 
lUSD  46  bilHon  in  Q4-2009  (Figure  7).  The  rocketing  increase  in  non-oil 
I  and  gas  exports  corresponded  to  a  recovery  in  external  demand  from 
iQ3toQ4of  2009. 

'.  Figure  7.  Indonesia's  Export  Values  (in  USD  million) 


60.000 


/       /       r       /       /       -f       /       /       /  / 


-~*'NiwiOilandGas      '  OilandGas       "  Tolaf  Exports 


Source:  CEIC  Database 

Table  1  shows  that  for  non-oil  and  gas  exports,  from  January  to 
December  2009,  the  bulk  of  exports  was  in  mineral  oil  products  (HS- 
27),  with  a  share  of  14.29%  from  total  exports.  It  is  followed  by  animal 
or  vegetable  fats  and  oils  (HS-15)  with  a  share  of  12.54%  from  total  ex- 
ports. Meanwhile,  electric  machinery,  sound  recorder,  TV,  etc  (HS-85) 
ranked  third  among  the  top  ten  non-oil  and  gas  exports  commodities, 
with  a  share  of  8.24%  of  total  exports.  The  combined  top  ten  commodit 
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y  group  accounted  for  54.34%  of  exports,  while  the  remainmg  45.66% 
was  attributed  to  other  non-oil  gas  commodities. 

Cumulatively,  compared  to  the  period  of  January-December  2008, 
export  growth  for  January-December  2009  was  still  negative,  standing 
at  -14.98%;  which  implied  that  although  the  quarter  performance  re- 
vealed a  positive  outlook,  careful  considerations  needed  to  be  taken  as 
cumulatively  exports  still  showed  a  negative  number.  It  also  revealed 
that  throughout  2009  the  export  sector  was  still  heavily  affected  by 
the  global  crisis,  while  major  recovery  only  began  in  the  latter  part  of 
2009. 


Table  1.  Non  Oil  and  Gas  Exports  (HS  2  Digits) 


FOB  Value  (Million  US$) 

Change  of 

%  Share  to 

1  Qui 

Commodity  Group  (HS) 

November 
2009 

December 
2009 

Jan-Dec 
2008 

Jan— Dec 
2O09 

over 
November  2009 
(Million  USJ) 

NonOil&Gas 
Jan— Dec 
2009 

(1) 

"(2) 

(3) 

(*) 

(5) 

(6) 

(7) 

1.  Mineral  fuels,  mineral  oil  products 
(27) 

1  244,8 

1  513,7 

10  656,2 

13  932.1 

268.9 

14.29 

2.  Animal  or  vegL  fats  and  oils  (15) 

1  027,6 

2  119,8 

15624,0 

12224,6 

1  092,2 

12,54 

3.  HecL  machinery,  sound  rec,  tv  etc 
(85) 

755,9 

709,1 

B  120,2 

8  033,8 

-46,8 

8,24 

4.  Ores,  slag,  and  asii(26) 

463,6 

752,6 

4  295,6 

5811,4 

289,0 

5,96 

5.  Rubber  and  articles  thereof  (40) 

469,6 

549,7 

7  637,3 

4887,7 

80.1 

5,01 

6.  Nuclear  react.,  boilers,  mech.appli 

m 

394,9 

418,4 

5  228,6 

4  716,1 

23,5 

4,84 

7.  Coffee,  tea,  mate  and  spices  (09) 

90,3 

89,0 

1452,6 

1  253,1 

-1,3 

1,29 

8.  Natural  and  cultured  pearis, 
predous/semi  precious  stanes(71) 

9.  Preparations  of 

meat/fish/cmstaceans/mollucs  or  other 
aquatic  (16) 

123,4 
49,3 

97,8 
47,7 

1  068,8 
506,7 

1 191,8 
540,8 

-25,6 
-1,6 

1,22 
0,56 

lO.lnorganIc  chemicals  (28) 

37,1 

25,3 

735.5 

378,6 

-11.8 

0,39 

Total  of  10  Commodity  Groups 

4  656,5 

6  323,1 

55  323,5 

52  970.0 

1  666.6 

54.34 

Others 

3  781,5 

4  502,9 

52  570,6 

44  502,4 

721,4 

45,66 

Total  Non  Oil  &  Gas  Exports 

8438,0 

10  826,0 

107  894,1 

97  472.4 

2  388,0 

100.00 

Source:  Reprinted  from  Central  Board  of  Statistics. 


ASEAN  countries  continue  to  be  Indonesia's  major  trading  part- 
ner, accounting  for  20.96%  of  total  non-oil  and  gas  exports.  Meanwhile, 
China,  Japan  and  the  United  States  are  tlie  three  dominant  markets 
outside  Southeast  Asia.  Out  of  these  three  countries,  Japan  remains  the 
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dominant  market,  with  an  export  share  of  12.29%  out  of  non  oil  and 
i  exports  in  2009.  The  United  States  came  in  second  with  an  export  share 
lof  10.73%.  China  ranks  third  with  9.14%  of  Indonesia's  non  oil  and  gas 
(exports.  The  three  countries  combined  have  a  share  of  32.16%,  a  higher 
I  figure,  compared  to  the  export  share  for  the  ASEAN  markets. 

'  Table  2.  Non  Oil  and  Gas  Export  by  Country  of  Destination 


FOB  Value  (Million  US4) 

Cliange  of 
Decemlier 

%  Share  to 
Total  Non 

Destination 
Country 

November 
2009 

Decemt>er 
2009 

Jan— Dec 
2008 

Jan-Doc 

2009  over 
November 

2009 
(Million  US$} 

OII&Gas 
Jar— Dec 
2009 

(1) 

(2) 

(31 

(4) 

(5) 

(6) 

(7) 

ACEAU 

1  Singapore 

2  Malaysia 

3  Thailand 
Otiier  ASEAN 
countries 

1 6165 

650,8 
506,5 
245,6 

413,6 

2 135,7 
711,1 
718,6 
271,3 

434.7 

23  514,3 
10  104,6 
5984,5 

3  214,5 

4  210,7 

20  429,5 
7  944.9 
5  824,6 
2  595,4 

4  264,6 

319,2 
60,3 

212,1 
25,7 

21,1 

20,96 

8,15 
5,77 
2,66 

4,3B 

EUROPE 

4  Germany 

5  France 

6  UK 

Otiier  European 
countries 

1 16S,6 

164,5 
72.8 
117,8 

813.S 

1448,5 

274,2 
84,7 
129,0 

960,6 

15370,1 

2  4652 
936,5 
1546,8 

10419,6 

13  533,1 

2  333,5 
640,7 
14332 

8  925,7 

279,9 

109,7 
11,9 
112 

147,1 

13,B9 

2,40 
0,86 
1,47 

9,16 

OTHER  MAIN  COUNTRJES 

3534,1 

4613,5 

43  782,6 

41 104,5 

1  079,4 

42.17 

7  China 

873.9 

1  193,1 

7  7872 

8  906,3 

3192 

9,14 

8  Japan 

947.2 

1 2S2.9 

13  795,3 

11  981.6 

305,7 

12,29 

9  USA 

918,3 

1035.8 

12  531,1 

10461,7 

117,5 

10.73 

10  Australia 

11  South  Korea 

12  Taiwan 

169,3 
4192 
2062 

1512 
694,1 
286,4 

2  107,5 
4  660.3 
29012 

1  7162 
5  169.4 

2  669.3 

-18,1 
274,9 
802 

1,76 
5,30 
2,95 

Total  of  12  Destination 
Countries 

Others 

Total  Non  Oil  &  Gas 
Exports 

5292,1 
3 145,9 
8438,0 

6S02v4 
4023,6 
10626,0 

68  036,7 
39  857.4 
107  894,1 

61  876,6 
35  59S.6 
97  472.4 

1  510,3 
877,6 

2  387,9 

63,48 
36.52 
lOO.IM) 

Source:  Reprinted  from  Central  Board  of  Statistics. 


On  a  cumulative  basis,  comparing  the  January-December  2009 
figures  to  January-December  2008  reveals  compelling  information  (see 
Table  2).  Exports  values  for  both  Japan  and  the  United  States  were  lo- 
wer in  2009  than  in  2008,  while  the  numbers  for  China  increased.  Ex- 
port values  for  Japan  was  down  to  USD  11  billion  in  January-December 
2009  from  USD  13  billion  in  January-December  2008;  whereas,  export 
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values  decreased  from  USD  12  billion  to  US$10  billion  for  the  United 
States.  Meanwhile,  non-oil  and  gas  export  to  China  increased  from 
USD  7  billion  in  January-December  2008  to  USD  8  billion  in  January- 
December  2009.  The  decrease,  albeit  slightly,  in  export  values  to  Japan 
and  the  United  States  and  an  increase  in  export  values  to  China  have 
reflected  a  change  in  Indonesia's  export  composition.  China  is  gradu- 
ally gairiing  momentum  in  becoming  Indonesia's  main  trade  partner, 
replacing  Japan.  This  is  particularly  of  interest  in  the  wake  of  the  fuU 
implementation  of  the  ASEAN-China  Free  Trade  Agreement  in  Janu- 
ary 2010. 


Figure  8.  Indonesia's  Import  Values  (in  USD  million) 


■~~"Non  Oil  and  Gas 


'  Oil  and  Gaa 


"Total  Import 


Source:  CEIC  Database 


Imports  seemed  to  be  lower  in  Q4-2009  for  both  oil  and  gas  and 
non-oil  and  gas  imports.  Total  imports  were  down  from  USD  28  bU- 
Hon  in  Q3-2009  to  USD  23  bilHon  in  Q4-2009.  Meanwhile,  non-oil  and 
gas  imports  stood  at  USD  17  billion,  a  decline  from  USD  21  billion  in 
Q3-2009.  Oil  and  gas  imports  also  decreased  to  USD  5  bilHon  in  Q4- 
2009  from  USD  6  billion  in  Q3-2009.  Figure  8  reveals  similar  pattern 
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for  total  imports,  oil  and  gas  imports,  and  non-oil  and  gas  imports.  All 
the  three  categories  ceased  its  positive  trend  in  Q3-2009  and  began  to 
decrease  in  Q4-2009.  The  decrease  in  oil  and  gas  imports  was  mainly 
raused  by  the  reduction  in  import  of  crude  oil  and  oil  products  during 
January-December  2009  period.  Crude  oil  import  decreased  to  26.83% 
compared  to  the  same  period  in  2008.  Import  of  oil  products  dwindled 
:to  44.95%  when  compared  to  the  same  period  in  2008. 

Meanwhile,  the  reduction  in  non-oil  and  gas  imports  can  be  ex- 
plained by  the  drop  in.  raw  materials /auxiliary  goods  and  capital 
,  goods  imports  (see  Table  3).  The  cimiulative  growth  rate  of  imports 
lin  January-December  2009  was  -29.99  %  for  raw  materials /auxiliary 
i goods,  and  -4.47%  for  capital  goods.  However,  the  share  of  those  cat- 
egories to  Indonesia's  total  imports  was  significantly  higher  than  the 
share  for  consumption  goods.  Consumption  goods  share  was  a  meager 
6.97%  during  January-December  2009.  On  the  other  hand,  in  the  same 
period,  the  import  share  for  raw  materials /auxiliary  goods  and  capi- 
tal goods  was  71.92%  and  21.11%,  respectively.  Despite  the  negative 
growth  rate,  the  lofty  import  share  of  raw  materials/ auxiliary  goods 
was  expected  to  have  a  positive  impact  on  the  economy,  as  it  will  be 
used  ni  the  production  process. 


Table  3.  Import  by  Economic  Category 


GIF  Value  (Miilion  US$) 

Chan^  of 
□ec'OO'i  - 
over  No/oa 

GIF  Value  (Million  US$} 

Change  Jan> 
Dec  2009*) 

Share  to 
Imports 
Jan-Dec  20091 
(%) 

Economic  Category 

November 
2009 

2009') 

Jan-De« 
2008 

2009') 

over 
Jan-Dec  2008 
(%) 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

Total  Imports 

Consumption  Goods 
Raw  Materials/ 
Auxiliary  Goods 
Capital  Goods 

B  B14,7 

639,1 

8494,0 
1  fifl1  fi 

10  326,6 
637,5 

7  272,1 

17,15 
2,88 

11,98 

129 197,3 

8  303,7 

99  492.7 

96  855,9 
6  756,4 

89  854,6 

-25,03 

-18,63 

-29,99 

100,00 
6,97 

71,92 

7  397.0 

42  54 

21  400.9 

20  444.7 

-4.47 

21,11 

Source:  Reprinted  from  Central  Board  of  Statistics. 


Similar  with  export,  China  continues  to  dominate  Indonesia's  im- 
port sector.  Import  from  China  accoimted  for  17.33%  of  Indonesia's 
total  imports  (Table  4).  China's  import  share  was  significantly  higher 
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than  both  Japan  and  the  United  States,  12.61%  and  9.04%  of  Indone- 
sia's imports,  respectively.  It  is  even  higher  than  the  share  for  the  EU 
covmtries  combined,  which  was  11.11%.  However,  China's  share  in 
Indonesian  imports  was  moderately  lower  than  the  import  share  for 
ASEAN  countries.  The  nttmbers  reveal  the  rising  prominence  of  China 
as  one  of  Indonesia's  main  source  of  imports,  particularly  for  raw  ma- 
terials and  intermediate /auxiliary  goods.  However,  that  may  change 
in  view  of  the  negative  reaction  towards  the  full  implementation  of  the 
ASEAN-China  Free  Trade  Agreement  in  January  2010,  which  will  be 
discussed  in  the  next  section. 

Table  4.  Import  by  Country  of  Origin 


CIFValue(Milllon  US$) 

snare  to  Non 

Country  of  origin 

November 
2009 

Decern  t^er 
2009") 

Change  of 
Dec'OS'i  over 
Nov'09 

Jan-Dec 
2008 

Jan -Dec 
20091 

Oil&Gas 
Imports 
Jan-Dec  20091 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

ASEAN 

1  Singapore 

2  Thailand 

3  Malaysia 

Other  ASE/Utj  Countries 

1  591,4 

767,6 
432,9 
275.4 
115,5 

1  686,3 

785,4 
466,6 
298,2 
136,1 

94,9 

17,8 
33,7 
22,8 
20,6 

25  048,3 

11  095,6 
6  269,9 
3  828,0 
3  854,8 

18047.1 

9  237,2 
4  570,8 
3184,2 
1054,9 

23,18 
11,86 
5.87 
4,09 
1,35 

EUROPE 

4  Gemian 

5  France 

6  UK 

Other  European  Countries 

787,5 

205,0 
178,9 
53,5 
350,1 

845,6 

232,1 
183,4 
67,5 
362,6 

58,1 
27,1 
4,5 
14,0 
12,5 

10  528,2 

3  058.8 
1  678,2 
1  066,7 

4  724,5 

8  648,8 

2  362,4 
1  622,5 

843,9 

3  820,0 

11,11 

3,03 
2.08 
1.08 
4,91 

OTHER  MAIN  COUNTRIES 

7  Japan 

8  China 

3  565,5 
917,2 

(Br--1-25BJ  ■ 
554,3 
385,9 
264,7 
186,7 

4  588,1 
1  073,9 
1  488,0 
1  092,1 
360,6 
355,4 
218,1 

1  022,6 
156,7 
231,3 
537,8 
-25,3 
90,7 
31,4 

49  030,9 
14  864.7 
14  947,9 
7  731.5 
4  792,4 
3  980.5 
2  713,9 

39  547,6 
9  819.9 

13496,8 
7  036,4 
3  807,9 
3  376,3 
2  010,3 

50,79 
12,61 
17.33 
9.04 
4.89 
4,34 
2.58 

9  USA 

10  South  Korea 

11  Australia 

12  Taiwan 

Total  of  12  Main  Countries 

Otfier  Countries 

Total  of  Son  Oil  &  Gas  Imports 

5478,8 
1  505,0 
6  983.8 

6  621,3 
1  601,9 
B  223.2 

1  142,5 
96,9 
1  239,4 

76  028,1 
22  616,3 
98  644,4 

61  368,6 
16498,7 
77867.3 

78,81 
21,19 
100,00 

Source:  Reprinted  from  Central  Board  of  Statistics. 
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•Withering  ASEAN-China  Free  Trade  Agreement? 

The  free  trade  agreenient  between  ASEAN  and  China  is  effective 
i  as  of  1  January  2010.  The  agreement  temporarily  exempts  8,000  tar- 
iiff  lines;  among  them  are  textiles  and  garments,  footwear  and  leather 
[products,  ceramics,  food  and  beverages,  iron  and  steel  products,  pet- 
;  rochemical,  and  electronics.  The  corresponding  tariff  cuts  vary  from  5 
■  to  zero  %,  or  from  2.5  to  zero  %.  Inevitably,  the  agreement  will  make  it 
I  easier  for  Chinese  imports  to  enter  Indonesia. 

Subsequently,  this  has  raised  concerns  among  industry  associa- 
tions. At  present  Chinese  imports  of  several  commodities,  namely  tex- 
tiles, electronics,  and  iron  and  steel,  are  already  eroding  their  share 
of  the  domestic  market,  the  implementation  of  the  agreement  could 
hurt  them  even  more.  Thus,  a  munber  of  domestic  players  have  asked 
the  government  of  Indonesia  to  postpone  the  fuR  implementation  of 
the  agreement.  The  push  for  reconsideration  of  the  ASEAN-China  FTA 
only  occur  a  couple  of  months  before  the  agreement  became  officially 
effective,  not  before  2004  or  earlier  after  representatives  from  ASEAN 
coimtries  and  China  signed  the  agreement.  The  government  through 
its  Ministry  of  Trade  attempts  to  accommodate  the  demands  of  domes- 
tic industries,  while  still  remaining  within  the  corridor  of  the  agree- 
ment. In  addition  to  that,  domestic  market  will  also  be  secured  through 
fiscal  policy,  such  as  import  duty,  which  will  be  borne  by  the  govern- 
ment and  provide  tax  incentive  facilities  to  local  industry. 

The  government  has  responded  by  considering  303  tariff  lines 
from  eight  sectors,  which  are  food  and  beverages,  textile,  chemicals, 
footwear,  electronics,  furniture,  and  steel;  in  addition  to  that,  anoth- 
er 11  tariff  lines  from  the  smaU,  micro  and  mediimi  enterprises  are  to 
be  postponed  or  modified.  These  proposals  for  the  postponement  or 
modification  of  the  agreement  are  permitted  by  the  WTO  rules  tmder 
GATT  (General  Agreements  on  Tariffs  and  Trade)  Article  XIX  on  Emer- 
gency Actions  on  Imports  of  Partictilar  Products,  where  Paragraph  1(b) 
specifically  states:  "If  any  product,  which  is  the  subject  of  a  concession 
with  respect  to  preference,  is  being  imported  into  the  territory  of  con- 
tracting party... so  as  to  cause  or  threaten  serious  injury  to  domestic 
producers  of  like  or  directly  competitive  products  in  the  territory  of  a 
contracting  party  which  receives  or  received  such  preference,  the  im- 
porting contracting  party  shall  be  free... to  suspend  the  relevant  obliga- 
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tion  in  whole  or  in  part  or  to  withdraw  or  modify  the  concession  in 
respect  of  the  product,  to  the  extent  and  for  such  time  as  may  be  neces- 
sary to  prevent  or  remedy  such  injury." 

To  understand  the  issue  even  better,  it  is  useful  to  take  a  look  at 
other  related  WTO  rules.  Free  Trade  Agreement  or  Preferential  Trade 
Agreement  is  permissible  under  the  WTO  under  GATT  article  XXIV. 
In  relation  to  this.  Paragraph  5(c)  of  Article  XXIV  states:  "Any  interim 
agreement...shall  include  a  plan  and  schedule  for  the  formation  of  such 
customs  imion  or  of  such  a  free-trade  area  within  a  reasonable  length 
of  time." 

Meanwhile,  Paragraph  7(c)  of  GATT  Article  XXIV  states:  "Any 
substantial  change  in  the  plan  or  schedule  referred  to  in  Paragraph  5(c) 
shall  be  communicated  to  the  CONTRACTING  PARTIES,  which  may 
request  the  contracting  parties  concerned  to  consult  with  them  if  the 
change  seems  likely  to  jeopardize  or  delay  imduly  the  formation  of  the 
customs  imion  or  of  the  free-trade  area." 

Based  on  Paragraph  5(c),  aU  the  parties  involved  in  the  agreement 
have  exactly  six  years,  from  the  moment  the  agreement  was  signed  in 
2004,  to  prepare  their  domestic  economies.  The  question  now  is  wheth- 
er six  years  have  been  sufficient  to  prepare  the  Indonesian  domestic 
economy  to  face  more  competition  brought  upon  by  the  agreement. 
Based  on  the  reaction  of  the  Indonesian  industries  the  answer  is,  ap- 
parently, insufficient.  Whether  the  government  has  not  given  enough 
time  for  local  producers  to  prepare  or  local  players  have  not  taken  nec- 
essary measures  to  improve  their  competitiveness  would  be  an  unpro- 
ductive debate.  The  point  is,  as  stated  by  paragraph  7(c),  that  from  the 
moment  the  agreement  is  planned,  signed  and  scheduled  there  is  still 
room  for  renegotiation  of  the  terms.  The  fact  is  from  2004  to  2009  there 
is  no  renegotiation  of  the  terms.  Thus,  the  tight  spot  that  Indonesia  is  in 
right  now,  with  respect  to  the  ASEAN-China  FTA,  is  a  result  of  failure 
in  communication  between  the  government  and  domestic  players. 

Even  though  the  government  is  able  to  renegotiate  the  terms 
based  on  Article  XIX,  the  problem  is  more  complicated  as  it  involves 
other  ASEAN  countries.  Surely,  they  would  be  interested  to  see  how 
Indonesia  handles  this  sihiation  as  the  outcome  also  affects  them. 
Worst-case  scenario  is  if  China  and/or  other  ASEAN  countries  decided 
to  bring  this  case  to  the  WTO  Dispute  Settlement  Body  (DSB)  on  the 
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grounds  of  breaching  the  agreement,  for  which  they  have  the  right  as 
guaranteed  by  GATT  Article  XXII  on  Consultation.  Indonesia  itself  is 
no  stranger  to  Article  XXII,  in  which  Indonesia  was  penalized  by  the 
IWTO  for  a  different  case,  namely  the  Timor  automotive  manufacturer 
(controversy.  One  can  imagine  the  exhaustive  process  of  renegotiation, 
mot  to  mention  the  potential  backlash  from  China;  and  even  from  other 
,  ASEAN  countries  if  Indonesia  succeeds  in  modifying  its  agreement 
'with  China.  In  summary,  this  is  another  example  of  too  little  too  late. 
I  Based  on  these  arguments,  the  cost  of  renegotiating  the  agreement  is 
I  higher  than  letting  the  agreement  run  its  course. 

Moreover,  further  examination  of  trade  data  between  China  and 
i  Indonesia  reveal  interesting  information.  Figure  9  shows  Indonesia  ex- 
I  ports  to  China,  divided  into  several  commodity  groups.  Interestingly, 
'  the  share  of  consumer  goods  export  to  China  has  gradually  increased 
I  since  2004.  The  share  of  consumer  goods  export  to  total  exports  China 
was  20.7%  in  2004,  and  it  gradually  increased  to  35.5%  in  2008.  Com- 
paring the  export  profile  between  2004  and  2008,  there  is  a  significant 
shift  from  the  one  dominated  by  intermediate  goods  to  the  one  domi- 
nated by  consumer  goods.  The  share  of  intermediate  goods  exports 
was  42.8%  in  2004,  which  decreased  to  28%  in  2008.  The  export  share  of 
raw  materials  to  total  exports  to  China  was  relatively  stable,  hovering 
between  26-31%. 

The  import  data  in  Figure  10  reveals  captivating  information  even 
more.  Contrary  to  popular  belief,  Indonesia  mostly  imports  intermedi- 
ate goods  and  capital  goods  from  China,  instead  of  consumer  goods.  As 
shown  in  Figure  10,  the  import  share  of  capital  goods  to  total  imports 
from  China  steadily  increased  from  22.3%  in  2004  to  43.3%  in  2008. 
Furthermore,  the  import  share  of  intermediate  goods  to  total  imports 
from  China  was  on  a  stable  pattern,  hovering  between  35-37%.  As  for 
consumer  goods,  its  import  share  to  total  import  from  China  was  con- 
siderably lower  than  those  of  capital  goods  and  intermediate  goods.  In 
2004,  consumer  goods  accounted  for  23.5%  of  Indonesian  imports  from 
China.  The  number  fell  even  more  in  2008,  in  which  consumer  goods 
imports  only  accounted  for  14.7%  of  total  imports  from  China. 

The  large  share  of  imports  of  capital  goods  and  intermediate  goods 
are  beneficial  to  Indonesia.  The  influx  of  new  machineries  and  other 
1  materials  related  to  the  production  process  will  help  local  industry  to 
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be  more  productive.  Thus,  the  agreement  itself  will  allow  Indonesia 
to  gain  more  access  to  productive  means.  Comparing  Figure  9  with 
Figure  10,  it  can  be  inferred  that  Indonesia  exports  more  consumer 
goods  to  China  than  it  imports.  Thus,  the  agreement  has  the  potential 
to  allow  greater  access  to  the  Chinese  market.  The  fact  that  there  are 
always  periods  of  adjustment  to  a  change,  and  inherently  adjustment 
cost,  cannot  be  overlook.  However  based  on  the  arguments  and  data 
presented,  Indonesia  has  much  more  to  gain  from  this  agreement  than 
to  lose. 


Figure  9.  Indonesia's  Commodity  Group  Export  to  China  (in  Per- 
centage of  Total  Exports  to  China)Source:  UN  Comtrade 
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Figure  10.  Indonesia's  Commodity  Group  Import  from  China  (in 
percentage  of  total  imports  from  China) 
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OTHER  ISSUES 

The  Century  Bank  Controversy 

Parliamentary  hearing  reminiscent  of  the  McCarthy  era  in  the 
Unites  States  can  best  describe  the  hearings  of  the  Century  Bank  case. 
The  government  and  Bank  Indonesia  have  presented  their  arguments 
over  the  possibility  of  a  "systemic-risk"  in  the  banking  system,  if  the 
Century  Barvk  did  not  receive  a  bailout.  At  present  there  are  two  sides 
to  the  argument.  The  pro  bailout  argued  that  there  are  23  banks  of  simi- 
lar size  as  Century  Bank  that  were  in  a  weak  state,  party  because  most 
depositors  have  shifted  to  larger  banks.  Therefore,  the  failure  of  Cen- 
tury Bank  might  trigger  a  domino-effect  in  the  banking  sector,  where 
small  and  middle  sized  banks  will  be  hit  the  hardest.  The  cons  argued 
that  the  closing  of  Century  Bank  would  not  have  a  significant  effect  to 
the  banking  system  due  to  its  small  size. 
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In  light  of  the  ongoing  controversy,  the  fact  now  is  that  the  In- 
donesian banking  system  is  in  good  health.  The  current  healthy  state 
of  the  banking  system  perhaps  is  partly  due  to  the  timely  rescue  of 
Century  Bank.  The  current  public  sentiment  is  that  the  hearings  are 
another  form  of  a  political  witch-hunt.  In  view  of  the  prospect  of  the 
Indonesian  economy,  the  hearings  are  perceived  as  expensive  and  po- 
litically costly. 

Some  Positive  Updates  in  Infrastructure  Developments 

Infrastructure  development  shows  a  positive  sign,  in  particular  the 
transportation  infrastructure  of  both  ports  and  roads.  Development  of 
port  infrastructures  includes  the  expansion  of  the  Jakarta  International 
Container  Terminal  (JICT)  and  24  hour  service  of  four  major  seaports. 
The  expansion  of  JICT  is  supported  by  loan  from  the  International  Fi- 
nance Corporation  (IFC),  which  amounted  to  USD  70  million.  As  of 
February  2010;  four  main  seaports:  Belawan  (Medan),  Tanjimg  Priok 
(Jakarta),  Tanjung  Perak  (Surabaya),  and  Soekamo-Hatta  (Makassar) 
will  expand  its  service  on  a  24  hour  basis. 

The  government  will  also  allocate  Rp  16.65  trillion  to  repair  roads 
and  bridges  in  2010.  The  repairs  wUl  be  a  nationwide  process,  which 
will  include  public  works  in  Java,  Simiatra,  Kalimantan,  Sulawesi  and 
Papua.  In  addition  to  that,  the  government  also  undertakes  major  pol- 
icy, institutional,  and  regulatory  reforms  to  support  infrastructure  de- 
velopments. These  reforms  are  expected  to  optimize  public  spending 
and  induce  private  investment  in  public  works,  specifically  through 
the  new  framework  of  public-private  partnerships  (PPPs). 

As  of  January  2010,  the  national  single  window  (NSW)  system  is 
officially  operational.  The  system  is  installed  in  four  seaports  and  one 
airport.  The  participating  seaports  are  Tanjung  Priok,  Tanjung  Emas, 
Tanjung  Perak,  Belawan,  along  with  Soekamo-Hatta  airport  as  the  only 
participating  airport.  NSW  system  is  an  integrated  export-import  sys- 
tem which  provides  electronic  service  for  application  and  process  for 
exports  and  imports.  The  system  is  expected  to  streamline  and  harmo- 
nize export  and  import  procedures.  Furthermore,  the  system  enables 
simultaneous  submission  of  data  and  information,  data  synchroniza- 
tion, and  integrates  business  procedures  covering  customs,  licensing 
process,  port,  payment,  shipping  and  logistics  system. 


Review  of  Political  Developments 

THE  100  DAYS  OF  THE  'UNITED  INDONESIA' 
CABINET:  SUCCESS  OF  FAILURE? 

Alexandra  Retno  Wulan 

In  the  first  quarter  of  2010  Indonesia  was  vibrantly  occupied  by 
assessments  of  the  first  100  days  performance  of  the  United  Indo- 
nesia n  Cabinet.  As  a  normal  political  d)mamic  within  a  coimtry, 
some  would  utterly  believe  that  the  achievement  of  the  current  gov- 
ernment was  outstanding  in  its  first  100  days,  whilst  the  opposition 
would  strongly  suggest  a  total  failure  of  the  incumbent. 

This  review  seeks  for  an  appropriate  and  objective  assessment 
of  the  Cabinet,  in  particular  the  ministries  under  the  Coordinating 
Ministry  for  Political,  Legal  and  Security  Affairs.  Hence,  a  simple 
scorecard  is  employed  to  objectively  quantify  the  performance  accom- 
plished by  eight  ministries  in  the  current  Cabinet,  namely:  (1)  the  Co- 
ordinating Ministry  for  Political,  Legal  and  Security  Affairs;  (2)  Min- 
istry of  Home  Affairs;  (3)  Ministry  of  Foreign  Affairs;  (4)  Ministry  of 
Defence;  (5)  Ministry  of  Law  and  Himian  Rights  Affairs;  (6)  Ministry 
of  State  Administrative  and  Bureaucratic  Reform;  (7)  Attorney  Gen- 
eral Office;  and,  (8)  Indonesian  National  Police.  This  review  begins 
with  a  brief  explanation  on  theoretical  bases  and  methodology  of  the 
scorecard,  which  is  followed  by  a  section  presenting  an  assessment 
using  the  scorecard  measurement.  Some  concluding  remarks  will  be 
presented  in  the  last  part  of  the  review. 


Alexandra  Retno  Wulan  is  a  Researcher  at  the  Department  of  Politics 
and  International  Studies,  Centre  for  Strategic  and  International  Studies, 

Jakarta. 
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THEORETICAL  BASES  AND  SCORECARD  METHODOLOGY 

The  concept  of  nation-state  begins  in  1648  marked  by  the  Westpha- 
lia Treaty  which  ended  the  Thirty  Years'  War.  The  treaty  then  set  several 
important  principles  of  nation-states  in  Europe^  v/hich  was  later  adop- 
ted globally,  specifically  on  the  concept  of  sovereignty.  As  a  logical  con- 
sequence of  the  nation-state  concept,  the  state  should  serve  the  nation 
in  order  to  ensure  its  survival  and  prosperity.  In  contemporary  world, 
states  predominantly  are  represented  by  their  government  and  should 
act  on  behalf  of  the  people  who  hold  the  sovereignty  of  the  state. 

A  classic  and  prominent  Indian  strategist,  Kautilya,  elaborated 
four  main  principles  of  governance.  He  perceived  it  as  the  duty  of  the 
king — as  a  variant  of  governance,  to  provide  Raksha,  Vridhi,  Palana 
and  Yogakshema^.  Raksha  is  protection,  which  means  a  government 
should  protect  the  wealth  and  its  subjects,  including  the  people.  Vridhi 
is  the  principle  of  enhancement,  which  correlates  to  the  enhancement 
of  the  wealth.  Palana  is  the  principle  of  maintenance  which  itnpUes 
that  government  should  maintain  the  wealth.  Finally,  Yogakshema 
principle  is  the  principle  of  safeguard  which  consequently  denotes  the 
duty  of  government  to  safeguard  the  people.  Based  on  these  tenets,  it 
is  necessary  to  ensure  the  government  would  accomplish  their  obli- 
gations to  the  people,  and  therefore,  it  is  also  indispensable  to  con- 
tinuously assess  the  government's  performance  in  accomplishing  their 
obligations. 

Historically,  the  tradition  of  the  first  100  days'  goverment  as-  I 
sessment  dated  back  to  the  1930s.  On  4  March  1933,  Franklin  Delano  * 
Roosevelt  took  office  of  the  US  Presidency  after  the  Great  Depression 
period.  During  that  time,  the  US  Congress  was  also  dominated  by  the 
Democrats,  hence,  FDR  pledged  to  pass  a  considerable  amoimt  of  vital 
legislation  to  bring  recovery,  reUef  and  reform  within  a  short  period 
(100  days)  as  a  response  to  the  dire  economic  crisis^.  Hitherto,  many 
leaders  use  the  first  100  days  as  an  initial  benchmark  to  assess  the  suc- 
cess of  their  administration. 


'  The  full  Treaty  of  Westphalia  is  available  at:  http://avalon.law.yale.edu/17tl\_century/west- 

phal.asp,  (accessed  on  12February  2010). 
^  Sanjiv  Agarwal,  Corporate  Governance:  Concept  and  Dimensions  (India:  Snow  White  Publications, 

2003),  17. 

'  Fred  L.  Israel,  Franklin  Delano  Roosevelt  (New  York:  Chelsea  House,  1985) 
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As  for  Indonesia's  case,  on  October  2009,  Susilo  Bambang  Yud- 
hoyono  was  inaugurated  as  President  for  the  second  time.  He  immedi- 
ately selected  the  line-up  for  his  new  cabinet.  During  the  fit  and  prop- 
er test  which  was  conducted  by  the  President  himself,  each  ministerial 
candidate  signed  an  integrity  pact.  Based  on  the  pact,  SBY  announced 
to  the  public  that  their  performance  will  be  evaluated  on  several  stag- 
es. The  first  stage  is  the  accomplishments  of  the  cabinet's  programmes 
within  the  first  100  days  in  office^.  The  President  formally  announced 
his  45  programmes  which  include  15  priorities  (P)  and  129  plans  of 
actions  (A)  as  the  targets  for  the  first  100  days  of  his  administration^. 
All  the  current  coordinating  Ministers  gave  a  positive  tone  on  their 
accomplishment  of  the  first  100  days  despite  severe  political  cases  that 
have  been  plaguing  the  incumbent^. 

According  to  a  political  observer  of  the  Indonesian  Institute  of  Sci- 
ences (LIPI),  Siti  Zuhro,  it  is  not  easy  to  actually  achieve  many  things  in. 
the  first  100  days.  However,  still  it  is  possible  to  develop  a  firm  foun- 
dation for  the  next  four  years^.  Kevin  Keough  adds  some  other  criteria 
and  guidelines  for  government  effectiveness^  that  entail  early  identi- 
fication and  opermess  to  ensure  oversight  and  accountability  require- 
ments. 

Hence,  the  scorecard  would  only  focus  on  these  three  compo- 
nents— early  identification  (issue  discourses),  firm  foundation  (legal 
product)  and  openness  (public  information  aspect).  The  measurement 
is  based  on  the  summation  for  50  indicators  for  the  ministiies  xmder 
the  Coordinating  Ministry  for  Political,  Legal  and  Security  Affairs — 8 
offices,  which  are  responsible  for  11  programmes  (P)  and  46  plans  of 
actions  (A). 


*  The  Jakarta  Post,  "  SBY  to  prepare  100  days  program,  new  cabinet"  accessed  on  15  February  2010 
at  http://www.theiakartapost.com/news/2009/08/20/sby-prepare-100day-program-new- 
cabinet.html;  see  also  The  Jakarta  Post,  "SBY  briefs  16  ministerial  candidates",  18  October  2009, 
available  at:  http  ://www.thejakartapost.com/news/2009/10/18/sby-briefs-16-ministerial- 
candidates.html  and  The  Jakarta  Post,  "Ministers  hit  grovmd  running,  as  ordered  by  SBY,"  23 
October  2009,  http://www.thq'akartapost.com/news/2009/10/23/rniiusters-hit-ground-nin- 
ning-ordered-sby.html 

^  http:/ /www.indonesia.go.id 

'  The  Jakarta  Post,  "100-day  programs  runiung  well:  Hatta,"  28  January  2010. 
^  The  Jakarta  Post,  "Gov't  100  days  programs  'unassessable':  Observers,"  27  January  2010. 
'  Kevin  Keough,  "Science  advice  for  government  effectiveness:  A  Canadian  approach,"  available 
at  http://www.csta-cest.ca/fUes/iptsarticlekkeough.pdf  (accessed  on  15  February  2010). 
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The  scorecard  would  simply  use  the  dichotomous  scoring  system 
(1  for  a  'yes'  and  0  for  a  'no'  occurrence  or  availability).  The  dichoto- 
mous system  is  not  a  flawless  system  but  it  serves  as  a  simple  scoring 
system.  The  scorecard  then  may  lack  of  priority  or  any  finer  analy- 
ses since  all  indicators  and  components  would  have  the  same  weight 
without  trying  to  capture  any  "grey  areas"  which  could  possibly  occur. 
The  scorecard  uses  various  open  source  materials  in  collecting  the  data 
that  include  the  internet,  newspapers,  as  well  as  some  official  publica- 
tions that  can  be  accessed  without  any  specific  mechanism  to  ensure 
the  "openness"  component  of  the  policy. 

SCORECARD  RESULT:  SUCCESS  OR  FAILURE? 

As  mentioned  earlier,  the  assessment  here  will  be  conducted  on 
8  ministries  imder  the  Coordinating  Ministry  for  Political,  Legal  and 
Security  Affairs.  A  complete  list  of  the  programmes  and  action  plans  is 
provided  in  Annex  1. 

The  Coordinating  Ministry  for  Political,  Legal  and  Security  Affairs 
mostly  accomplished  the  discoiirses  component  (90%),  but  performed 
poorly  in  completing  the  legal  product  and  broadcasting  appropriate 
information  to  the  public  (40%).  Hence,  on  average,  the  coordinating 
ministry  has  accomplished  approximately  56.7%  of  their  initial  target 
during  the  first  100  days  of  its  term  of  office. 


COORDINATING  MINISTRY  for 
POLITICAL,  LEGAL  and  SECURITY 
AFFAIRS 

■  Discourses 

■  Legal  Product 

■  Public  Information 


The  Ministry  of  Home  Affairs  has  performed  slightly  better  than 
the  Coordinating  Ministry  for  Political,  Legal,  and  Security  Affairs  it- 
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MINISTRY  OF  HOME  AFFAIRS 


H  Discourses 
Hi  Legal  Product 
H  Public  Information 


self.  The  Ministry  of  Home  Affairs  has  accomplished  44.4%  of  the  target 
on  legal  component  and  achieved  66,7%  on  the  information  accessible 
to  the  public.  Hence,  the  total  scoring  performance  for  this  ministry  is 
sUghtly  over  70%. 

The  Ministry  of  Foreign  Affairs  demonstrates  one  of  the  best 
scores  within  the  scope  of  Coordinating  Ministry  for  Political,  Legal 
and  Security  Affairs.  It  has  accomplished  83.3%  of  the  target  with  100% 
achievement  in  the  discourses  component  and  legal  product  compo- 
nent. Despite  the  fact  that  the  Ministry  of  Foreign  Affairs  has  convinc- 
ingly met  its  target  on  those  two  components,  the  public  information 
services  and  also  the  repatriation  were  not  easy  to  retrieve.  Hence,  the 
score  for  public  information  component  was  not  too  satisfactory. 

The  Ministry  of  Defence  turns  out  to  perform  well  even  though 
it  has  raised  public  doubts — just  because  the  President  had  chosen  the 
defence  minister  who  was  assumed  to  have  a  limited  background  in 
defence.^  The  ministry  has  managed  to  complete  69.2%  of  the  target 
set  for  the  first  100  days.  The  result  consists  of  accomplishing  100%  of 
the  discourse  component,  61.5%  of  the  legal  product,  and  46.2%  of  the 
public  information  component. 


'  "Pumomo:  The  man  for  all  seasons,"  The  Jakarta  Post,  10  November  2009,  and  also,  "I  don't 
know  what  'Alutsista'  is:  Pumomo"  The  Jakarta  Post,  19  October  2009,  Available  at  http:/  /www. 
thejakartapost.com  /  news/2009  / 10  /  19/039i-don039t-know-what-'alutsista'-is039-pumomo. 
html  (accessed  on  21  January  2010). 
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MINISTRY  OF  FOREIGN  AFFAIRS 


■  Discourses 

m  Legal  Product 

■  Public  Information 


The  Ministry  of  Law,  Justice  and  Human  Rights  Affairs  essentially 
is  the  niinistry  that  carries  the  heaviest  burden,  especially  under  the 
existing  circumstances  when  Indonesia  has  been  challenged  by  nimie- 
rous  legal  and  justice  cases.  The  ministry  scores  53.3%,  resulting  from 
100%  discourses,  20%  of  legal  product  and  40%  of  pubHc  information 
component.  Though  the  Minister  of  Law,  Justice  and  Human  Rights 
publicly  announced  their  tremendous  achievement  in  providing  better 
public  services,  particularly  in  passport  and  visa  applications,  the  legal 
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NATIONAL  POLICE  HEADQUARTERS 


B  Discourses 
H  Legal  Product 
H  Public  Information 


bases  (mmister  order  or  any  legal  forms  below  it)  are  still  difficult  to 
disclose. 

.  The  next  two  ministries  are  the  'anomaly'  of  the  score  performan- 
ces imder  the  political,  legal  and  security  affairs.  The  Ministry  of  State 
Administrative  and  Bureaucratic  Reforms  scores  the  lowest  amongst 
the  others.  It  is  responsible  to  carrying  out  two  plans  of  actions.  Based 
on  the  data  which  has  been  collected,  the  ministry  has  accomplished 
only  the  discourses  on  developing  capacity  building  of  regional  ap- 
paratus. The  public  relations  office  of  the  ministry  indicated  that  the 
grand  design  for  bureaucratic  reform  has  not  been  approved  even 
at  the  ministry  level.  Hence,  the  total  score  for  the  ministry  is  only 
16.67%. 

On  the  contrary,  the  Attorney  General  Office  (AGO)  has  shown  a 
perfect  100%  accomplishment  because  it  only  has  one  action  plan  to 
be  carried  out  during  the  first  100  days  of  the  cabinet.  The  only  action 
plan  drafted  for  the  AGO  is  also  a  continuation  programme — continu- 
ing investigation  against  corruption  cases,  so  the  challenge  is  definitely 
less  in  comparison  with  others. 

The  last  institution  imder  the  Coordinating  Ministry  for  Political, 
Legal  and  Security  Affairs  to  be  assessed  here  is  the  National  Police 
Headquarters.  The  National  Police  has  accomplished  61.1%  of  the  tar- 
get given  by  the  President.  The  discourse  component  has  reached  the 
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perfect  score,  whilst  the  legal  product  componerit  sets  only  33.33%  and 
the  public  info  component  has  only  arrived  at  50%. 

Most  of  the  ministries  set  an  outstanding  achievement  in  accom- 
plishing discourses  component.  However,  some  were  quite  poor  in 
producing  legal  bases.  Rules  and  regulations  in  any  forms  would  en- 
sure the  consistency  and  sustainability  of  goveniment's  policy.  Unfor- 
tunately, the  legal  drafting  process  in  Indonesia  does  not  fully  hinge 
only  on  one  institution.  Thus,  the  failure  to  deliver  this  function  might 
be  due  to  serious  coordinating  problems  amongst  related  state  institu- 
tions. Take  for  example  the  Ministry  of  Defence's  failure  in  delivering 
the  draft  of  the  Military  Tribunal  Bill,  which  was  actually  caused  by 
different  priority  being  given  by  the  parliament  in  the  national  legal 
process  programme  (Proses  Legislasi  Nasional /Frolegnas  2010). 


Legal  Product  Component 


Another  important  note  on  the  assessment  based  on  this  scorecard 
is  that  the  current  government  stiU  lacks  the  capacity  to  inform  the  pub- 
lic. Despite  the  advances  in  iriformation  technology,  the  ministries  have 
not  really  made  use  of  it  to  broadcast  their  programmes  and  activities 
to  the  public.  Public  information  component  serves  as  a  guide  for  the 
pubUc  to  assess  the  performance  of  the  government.  Undoubtedly,  it 
becomes  urgent  to  wisely  manage  the  flow  of  information  based  on  the 
need-to-know  principles.  However,  some  government  policies,  such  as 
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Public  Information  Component 
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providing  better  public  services,  should  be  made  available  and  acces- 
sible ubiquitously.  Otherwise,  there  will  be  no  benefits  for  the  pubUc, 
and  the  government  would  not  be  able  to  deliver  those  services  to  the 
people  appropriately.  . 

CONCLUDING  REMARKS 

The  discourses  on  SBY's  second  term  cabinet  performance  have 
been  coimtless.  However,  very  few  opinions  are  based  on  a  measured 
scorecard.  This  review  offers  and  provides  one  of  the  simplest  meth- 
ods to  establish  a  scorecard  to  evaluate  the  cabinet  performance  during 
the  first  100  days  of  its  term  of  office.  Most  of  the  ministries  under  the 
Coordinating  Ministry  for  Political,  Legal  and  Security  Affairs  accom- 
plished more  than  50%  of  the  target  given  by  the  Presidential  Office 
{Unit  Kerja  Presiden  untuk  Pengawasan  dan  Pengendalian  Pembangunan/ 
UKP4). 

During  the  first  100  days,  the  eight  ministries  that  were  assessed 
here  have  accomplished  65%  of  their  targets  on  average.  Furthermore, 
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the  Ministry  of  Defence,  Ministry  of  Home  Affairs  and  the  Coordinating 
Ministry  emerge  as  the  cornerstone  within  the  realm  of  Political,  Legal 
and  Security  Affairs  since  they  contributed  approximately  18%,  12%, 
and  11%  respectively  to  the  whole  performance  of  the  ministries  imder 
the  Coordinating  Ministry  for  Political,  Legal  and  Security  Affairs. 

The  scorecard  measurement  is  based  on  the  targets  which  have 
been  made  by  the  government.  However,  those  indicators  are  not  flaw- 
less. It  is  important  to  cast  an  objective  assessment  towards  the  govern- 
ment's programmes.  However,  it  is  much  more  crucial  to  be  critical 
and  to  raise  the  question  of  whether  these  goverrmient  action  plans  are 
meaningful  to  the  people. 


Annex  1:  Programmes  and  Actions  for  the 
First  100  Days 


PROGRAMME  (P) 

ACTIONS  (A) 

A 

r\. 

COORDINATING  MINISTRY  for 
POLITICAL,  LEGAL  and  SECU- 
RITY AFFAIRS 

I 

(PI)  Reorganisation  of  state  apparatus 
in  legal  system  and  law  enforcement, 
including  the  Corruption  Eradication 
Commission  (KPK),  The  National  Po- 
lice and  the  Attorney  General  Office/ 
AGO  (eradication  of  mafia  operating 
in  justice  system) 

1 

(Al)  Preparation  and  ini- 
tiation stage  of  the  National 
PoUce  and  AGO  restructur- 
ing as  a  substantial  part  of 
a  more  comprehensive  legal 
system  reform. 

2 

(A2)  Planning  and  initiation 
of  capacity  building  includ- 
ing the  human  resources  in- 
tegrity (especially  the  inves- 
tigator and  district  attorney) 
of  the  National  Police  and 
AGO. 

3 

(A3)  Synchronisation  of  law 
enforcement  apparatus,  in- 
cluding the  KPK,  the  Na- 
tional Police  and  the  AGO. 
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4 

(A13)  Setting  up  a  working 
group  to  oversight  state's  in- 
vestigators. 

III 

(P3)  Contra  terrorism 

5 

(Al)  Coordination  and  syn- 
chronisation of  the  work- 
ing meetiiig  result  with  the 
Commission  I  of  the  DPR  on 
upgrading  the  desk  of  con- 
tra terrorism  into  coordinat- 
ing body  of  contra  terrorism 
(BKPT). 

IV 

(P7)  Law  enforcement  and  law  cer- 
tainty 

6 

(Al)  Drafting  a  grand  de- 
sign to  strengthen  relations 
amongst  law  enforcement 
apparatus 

8 

(A2)  Ensuring  accoimtable 
and  transparent  law  enforce- 
ment institutions 

mm 

8 

(A4)  Coordinating  aU  efforts 
to  make  an  inventory  of  all 
contradicting  laws. 

V 

(P9)  Bureaucratic  reform  and  good 
governance. 

9 

(Al)  Progressive  bureaucra- 
tic reform  based  on  2010- 
2011  Bureaucratic  Plan  of 
Action  which  was  published 
in  January  2010 

10 

(A2)  Follow  up  measures  to 
implement  the  Anti-Corrup- 
tion Law. 
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B 

MINISTRY  OF  HOME  AFFAIRS 

T 

(i     Detter  puDuc  btirviLtfts 

11 

(Al)  Coordinating  all  related 
institutions  in  simplifying 
the  business  requirements 
and  licensing  processes. 

12 

(A2)    Facilitatmg  regional 
government  in  simplifying 
the  licensing  and  starting  of 
business  process. 

n 

(P4)  Border  management 

13 

(Al)  Accelerating  the  finali- 
sation  of  Presidential  Order 
on  National  Border  Manage- 
ment Body  (BNPP). 

14 

(A2)  Making  an  inventory  of 
Indonesia's  islands. 

TTT 

(T^'\  (W  PriVinnrincr  flip  Vipnpfit*?  of  TP- 

gional  autonomy 

15 

(Al)Preparing  the  mecha- 
nism to  evaluate  the  regional 
autonomy  process. 

16 

(A2)  Reviewing  the  concept 
of  regional  and  special  au- 
tonomy 

17 

(A3)  Evaluating  the  system 
and  mechanism  of  head  of 
region  direct  election  (pilka- 
da). 

18 

/A     ^  \  1 — '             It*  11 

(A4)Evaluating  and  advanc- 
ing the  effectiveness  of  au- 
tonomy by  balancing  the  re- 
gional budget  allocation. 

IV 

(P30)Security  in  transportation 
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19 

(A2)  Socialisation  of  invest- 
ment assistance  programme 
(PNPM   Mandiri)  particu- 
larly within  the  framework 
of  reconstruction  in  West 
Sumatera  and  West  Java  (in 
cooperation  with  Ministry  of 
General  Affairs) 

c 

MINISTRY  OF  FOREIGN  AFFAIRS 

I 

(P2)  Better  public  services 

20 

(A3)  Extended  citizen  serv- 
ices to  other  9  foreign  bu- 
reaus (Los  Angeles,  Sydney 
Darwin,  Perth,  Tokyo,  Osa- 
ka, New  York,  Kuching  and 
Penang) 

HP 

21 

(A4)  Repatriation  of  Indo- 
nesian   migrant  workers 
in  trouble,  especially  from 
KBRI  Kuwait  City,  Riyadh, 
Abu  Dhabi,  Singapura,  Dam- 
askus,  Kairo  &  KJRI  in  Jed- 
dah,  Hongkong  and  Dubai) 

n 

(P5)    International    cooperation  to 
strengthen  democracy 

22 

(Al)   Organising   the  2nd 
Bali  Democracy  Forum  with 
participants  coming  from  39 
Asia  Pacific  states  and  12  ob- 
server states 

m 

(P8)  Strengthening  Indonesian  de- 
fence 

23 

(A4)  Repatriation  of  Indo- 
nesian citizens  (Papuan  or 
West  Papuan)  to  the  country 
(702  people) 
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D 

MINISTRY  OF  DEFENCE 

I 

(P6)  Special  incentives  for  public  serv- 
ants, TNI  and  Police  members  in  Indo- 
nesia's frontline  and  borderline. 

24 

(Al)  Setting  up  the  working 
group  to  draft  the  policy  of 
special  incentives  for  pubUc 
servants,  the  Army  (TNI) 
and  the  National  Police  (Pol- 
ri)  members  in  Indonesia's 
frontline  and  borderline  (in 
cooperation  with_  the  Na- 
tional Police  Headquarters) 

I 

\t\jL)  \^UUrU.iXlclLJULlg  WILIL  iVUULl 

istry  of  Finance  and  other 
related  ministries  to  allocate 
the  special  incentives  in  bor- 
derline region 

26 

(A3)  Submittmg  Presidential 
order  on  special  incentives 
for  the  public  servants  and 
TNI  members  in  Indonesia's 
frontline  and  borderline 

n 

(P7)  Law  enforcement  and  law  cer- 
tainty 

27 

(A5)  Drafting  the  military 
tribunal  Bill  (latter  amended 
to  the  reserves  component 
BiU) 

in 

system 

(Al)  Drafting  the  blue  print 
of  ininimtjm  essential  force, 
which  consists  of: 

28 

-Weapons  /  Defence  System 
(Army/Navy /Air  Force) 
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29 

-Human  Resources 

30 

JJ.  Ill  do  II  U-L-lUlC 

31 

-Conunand  and  Control  Sys- 
tem fOrders  of  Ra^+lf>^ 

(A2)  resources  revitalisation 
in  procurement: 

32 

-  domestic  strategic  indus- 
tries 

33 

-cooperation   with  foreign 
states 

34 

(A3)  Multiyears  budgeting 
scheme  (3  terms  of  strategic 
plans) 

35 

(A5)  Forming  the  team  to 
control    military  business 
tranfer  based  on  the  nunis- 
ter  order  No:  KEP/190/M/ 
X/2009,  21  October  2009 

36 

(A6)  FinaUsation  of  Minister 
of  Finance  order  and  the  TNI 
Chief  of  Staff  order  on  mili- 
tary business  transfer 

E 

MINISTRY  of  LAW,  JUSTICE  and 
HUMAN  RIGHTS  AFFAIRS 

I 

(P2)  Better  public  services 

37 

(A5)  Easy,  transparent  and 
on-time  process  on  passport 
application  procedures,  re- 
ducing the  process  from  7 
working  days  to  4  working 
days,  including  to  the  mi- 

38 

'A6)  Enhancing  the  proce- 
dure of  company  licensing 
(PT)  from  1  month  to  only  7 
working  days 

e  100  Days  of  the  'United  Indonesia'  Cabinet:  Success  of  Failure? 


173 


39 

(A7)  Accomplishing  the  copy 
rights  applications:  1,500 
files,  industrial  design  1,000 
files,  patent  1,250  files  and 
trademark  17,000  files 

40 

(A15)  Drafting  a  national  ac- 
tion plan  against  the  HIV/ 
AIDS  (159  suspects)  in  72 
prisons  and  TB  in  65  prisons 

n 

(P7)  Law  enforcement  and  law  cer- 
tainty 

41 

^ A        nrsrcWn^^^VifT  fhp  invpn- 

tory  of  conflicting  rules  and 
regulations 

FF 

MINISTRY  Or  b  1 A 1  b  AUMl- 
NISTRATIVE  &  BUREAUCRACY 
REFORMS 

1  T 

42 

... 

(A14)  Initiating  one  roof 
services  at  10  regional  dis- 
tricts as  complement  to  ex- 
isting public  services 

r  TT 

,  II 

(PIO)  Advancing  the  regional  autono- 
my  effectiveness 

43 

(A5)  Developing  the  capa- 
city of  regional  apparatus 

ATTORNEY  GENERAL  OFFICE 
(AGO) 

I 

(P7)  Law  enforcement  and  law  cer- 
tainty 
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mm 

44 

(A3)  Continuing  the  inves- 
tigation processes  against 
big  corruption  cases  in  DKI 
Jakarta,  Banten,  West  Java, 
Central  Java,East  Java,  South 
Sulawesi  and  North  Sumat- 
era 

H 

NATIONAL  POLICE  HEAD 
QUARTERS 

I 

(P2)  Better  public  services 

45 

(A8)  Optimismg  traffic  fines 
with  electronic  payment 

46 

(A9)  Developing  integrated 
traffic  info  with  data  on  ac- 
cident and  fraffir  vinlatinriQ 

47 

(AlO)  Developing  informa- 
tion technology  to  manage 
the  database  and  expanding 
public  information 

smmm  

48 

(All)  Optimising  the  imple- 
mentation of  investigation 
reporting  process  (SP2HP) 
within  the  National  Police 
Corps 

49 

(A12)  Socialising  the  SP2HP 
procedures  to  public 

n 

(P6)  Special  incentives  for  public  ser- 
vants, TNI  and  Police  members  on  In- 
donesia's borderline  and  frontline 

50 

1 

(Al)  Forming  a  working 
group  to  draft  the  policy  (in 
cooperation  with  ministry  of 
defence) 
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